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Ottawa, Ontario 
Monday, April 24, 1950. 


MORNING SES 8S I ON 


MR. ALLEN NORTHEY JONES - Recalled 


EXAMINATION BY MR. CARSON - (Cont.) 


Q. Mr. Jones, your statement had pointed out at the 
bottom of page 6 and the top of page 7 that to furnish 
improved service and to be able to off-set some of the 
increased costs of labour and materials, it is necessary 
to make improvements, additions and betterments to the 
property and to find the money to make such improvements. 
You had mentioned some items following that, such as 
diesels, the reduction of grades, and so on, and then, 
as an illustration, your inspection trip over the Atlantic 
Coast Line Railroad Company, with the President, and the 
savings in costs that Company had achieved by the purchase 
of diesels. That brought you down to the bottom of page 
f- Will you’ proceed from there, Mr. Jones? 

A. My lord, I should like to interject there an 
excerpt from a clipping from the Financial Post, which shows 
that here in Canada also you are turning to diesel power. 
This article from the Financial Post of last week says, 
in the headline, "Deliver First Diesel Loco's on C.N.R. 
Order", and reads in part as follows:- 

"First two units of an order for eight 

new fifteen-hundred horse-power diesel-electric 

road locomotives, were delivered last week to 

the C.N.R. by Montreal Locomotive Works Limited." 
Then skipping a few lines, the article goes on to say:- 


"Trend toward diesels, plus reduced 
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overseas orders, have changed the pattern of 
operations at the Montreal Locomotive Longue 
Pointe plant. Last year, 30% of output was 
diesel, 70% steam. Executive Vice-President 
Sir Frederick Carson estimates that the ratio 
will be more than reversed this year, with 
diesels accounting for 90% of output and steam 
only 10%. 

In addition to the C.N.R. order, the 
Company has been working on an order from 
C.P.R. for forty. fifteen-hundred horse-power 
road diesels of the same type and four fifteen- 
hundred horse-power road switchers. Company 
had a backlog of unfilled orders totalling 
$14 millions late in March." 

THE CHAIRMAN: Q. What is the date of that 
clipping? 

A. That is from lagt: Friday's Financial Post, 
April el: 
To go on with the statement:- 

I am not a diesel salesman, but I merely present 
the case of the Atlantic Coast Lines as an example of the 
type of thing that can be accomplished by a railroad which 
had poor operating results and deficits in the 30's if 
it can ‘secure capital to spend on- modernization of its 
power to haul the volume of traffic now available for 
Shipment by rail. 

In 19490 railroads in the United States ordered 
Only 13 steam locomotives but ordered 1,699 diesel units, 
Over the years, American Locomotive Company and Baldwin 


have been the largest producers of steam locomotives in 


i “ie BAY 


t> overt - Sts cee oat * es 


mene a pe) 
' as a Bi 

ee stator 

maote aor, Fevotb 


> 


tok Jeeut m = 
or* Sterhpee et onerh 


“ROL pk em 


9 fiers oF 


Saat yes Z 
' +b 


— ah 
cae 


a “¥ 
3 4c 


efi? to seas ecie ed 
Po. 


700 assy bhesesoed- mes ge ef ; 


iiwhtic® tee yoayaod evitemosol rio Seal +808 
YJ ‘4! a < 

Mi Bevivomasol meagde to evsouhorg "Seep i od 199 
; ‘of odie 


ry 7 


NC 


- 20424 - Mr. Northey Jones 


the U.S. American Locomotive has completely given up 

the manufacture of steam locomotives and the only steam 
locomotives that Baldwin now has on order are for overseas 
or industrial use. The trend to diesel power, althovga 
very important to the railroads of the U.S., is not the 
only modernization step being undertaken. There are many 
others, but it must be remembered that these steps all cost 
money. 

Where can the money for modernization and the 
acquisition of these items which increase efficiency and 
tend to reduce unit costs come from in the case of railroads 
in the U.S. or in the case of the investor-owned railroad 
in Canada? It can come and should come from three sources, 
mamely; (1) depreciation retained from traffic revenues, 
(2) a portion of the net earnings not distributed to the 
owners in the form of dividends, usually referred to as 
retained earnings, and (3) new and additional capital 
furnished by investors through the purchase of railroad 
securities. 

Although in the Twenty Per Cent Freight Rate 
Case, Mr. MacPherson of the Province of Saskatchewan 
questioned my competency to testify as to the inadequacy 
of sums reserved from earnings for depreciation on old lower 
cost equipment to meet the cost of replacement with new 
higher eost equipment, he did not object when I pointed 
out that the investment banker is often called upon to 
raise the money necessary to fill the gap between the 
moneys available from depreciation reserves and replace- 
ment costs. I am neither an engineer nor an accountant, 
and in the Twenty Per Cent Freight Rate Case did not, nor 
Shall I now, attempt to measure quantitatively the extent 
of that gap. While I realize that the measure of the gap 


is not the difference in the cost of the new item and the 
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cost of the itmm replaced where technological advances 
result in the new item being capable of doing more work 

and giving better performances than the old item, 
nevertheless, it seems to me that it is evident on its face 
that traditional depreciation accounting designed to restore 
only the original cost of items of property acquired in the 
past at costs much less than present costs will notray for 
their replacement with modern -items of property acquired at 
today's much higher dollar costs. If then this reasoning 

is sound, the first of the three sources of funds, namely, 
depreciation retained from traffic revenues, is not even 
sufficient to replace items of property as they wear out or 
become obsolete, much less is it sufficient to provide 

those new, modern and additional items of property that 

will enable the railroads to give more efficient trans- 
portation service at lower cost to themselves and so better 
meet the competition of other types of carriers and, in the 
case of the Canadian Pacific, obtain a larger share than 
otherwise of Canada's expanding traffic. 

If source one can be relied upon for only a 
fraction of the sums needed, we must turn to the other 
two sources, namely, "retained earnings" and "new capital 
furnished by investors". What then is necessary that 
funds shall be available from "retained earnings" and 
from "new capital furnished by investors"? 

For funds to be available from "retained earnings" 
and from "new capital furnished by investors” it is necessary 
that an enterprise such as the Canadian Pacific should have 
a satisfactory "earning power" from rail operations and, 
in addition, if there is to be investor confidence in the 


enterprise so that investors will furnish new capital on 


a gasps jiteptabiaddass 27a -95 ot 


= 


t 


“row eek: BOaNE: Yo: videass HALTGs 
sid - feds: RoSrsetss% ee sds 
\ eres a ’ i. Tae > 
iyhosotaqeb. Lanetd Mats: ait 7 
iJano: faaigino: $a 
(Hagia -atBos * 
+rwi gms oa lqer © 
Ong tdidsin Bt hed . 
, 
reath) oad ~/Racse | ‘ar Ht 


oxtaotts rowed 


yor “as rca? OtT tee 7 


aiid “to sesn) 


to oe rea pride 


“Ro Wo Howey 


“* 
i 


.~BeotHds owt 
d bere bneyt 7, 
teva sod -Iiate sbi : Cen 
“oat fae byco wen! Pata “ oe my 
br ‘Ht 


5. WS i 


b‘tees < 


wean le hers 


- 20426 - Mr. Northey Jones 


reasonable terms, investors must have the belief that 
the earning power is not and will not be in serious jeopardy. 
I mean by satisfactory earning power than an enterprise 

such as the Canadian Pacific must have sufficient rail 
income to cover rail operating expenses, to cover interest 
and other fixed charges such as rents, and to cover a fair 
dividend on preference and common Stock, with a surplus to 
retain and reinvest in the property. It is evident that, 

if "retained earnings" are to be a source of funds to 

Spend for additions and betterments, there must be 

earnings in excess of Operating expenses and fixed charges 
which can be retained. Furthermore, in an investor-owned 
enterprise, if retained earnings are to furnish more than a 
nominal amount of capital for improvement and expension, the 
earning power of the enterprise must be such that reasonable 
dividends can be and are paid for as soon as earnings exceed 
Operating expenses and fixed charges by more than a nominal 
amount, the investor will demand, and should receive, divi- 
dends. It is one of the functions of directors to exercise 
careful judgment to determine the amounts of net earnings 
which are to be declared in dividends and the remaining 
amounts of net earnings which are to be retained for 


investment in the enterprise. 


(Page20430 follows) 
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This second source of funds, namely “retained earnings", 
however, is limited in amount. While fairly substantial 
amounts of earnings have been retained in the past ten 
years, both by the railroads in the United States and 
by the Canadian Pacific, most of these amounts were 
retained during the war years, when they were devoted 
to debt reduction largely because materials and 
labour were not available for railroad improvements and 
in many cases such earnings were only made available by 
not paying dividends or paying very low dividends. Since 
the war, the amount of railway earnings available for 
retention has declined in the case of the United States 
railroads and has become non-existent in the case of the 
Canadian Pacific Railway. The theory of rate making here 
in Canada has been that there should be some excess of 
earnings over reasonable dividend requirements of the 
Canadian Pacific Railway that could be used for additions 
and betterments and to come and go on, although in 
practice the lag of rate increases to offset increases 
in wage and acer oe costs has been such that there has 
been a deficit of railway earnings, and there I might say 
a deficit in respect to the dividends which were paid. 

It would seem thet with the large annual expenditures for 
replacements and additions and betterments that are 
advisable, retained earnings could not be expected to 
fill the gap completely between depreciation and the 
amount that should be spent for such replacements and 
additions and betterments. If, then, source (1), "deprec- 
lation reserved from revenues" is insufficient even for 
replacements, and source (2), "retained earnings", is 
insufficient to fill the gap between funds available 
through depreciation and the cost of replacements and 


desirable additions and betterments, we must look to 


 iebtertader wick -<* 


AP ss Boke > : ie Poa’ a Hi om 
“- e "2 t 4 Ss aly a @ - PF gic , é i oa at rary re 5 i ¥ ci 
“ay oo ai ai Gen he * Id. ; save th a + oe a Se Sl als 
Th ie vg al ee ee, ae 2 oa = i ne Te ea 
f sit ‘to a Mit “Wt Sesh sa Sm y. 2 ate SPV LOS 
or ; hd Saelle P ' : oe eee 
Von satdar Le FRABAZ af «¥ ewe oLihoed meinenas 
; 
th ; 4 hs ach oe «4 2.3 wt ee 
=. Oo tepmees 1S ft Dawes 43 Fone awoead Bat Bwbenael, me 
c 
a7 3 Bai Pees Se ages w4 MESSY MAsve Be Rie aie 
“hy + 
4 uy / (is Ia 
te - 
: Baatetias 2303 7h if seas youliel of Dived aefhasase 
bd ‘ 
p = ~~ « & oe on ia 4 A 
t as is iS a aa S aa Gee Chaaee | eee if 22 sarees a0 2s Pres 
rit 
9 gaz out! s ot ageaacisat stay to ge ed? Galiaeae 
f oad Jar : 5 en 62862 g am Sr “4 wt 
7. 
; ¥ 
’ a . « af : o> 
. ¥ “39 Rs ote i . The 3 Ried fi ’ td <3 a fw cp * i o> sod 
a me ae “ * - a i a a fe ? 
e $ . y She ‘ POLS Paice SS} yo  o4 LSrLOM EF 
«yf? , al eae ; . “heh oa a oP . wats - ee 
TI Head Liens a bees rere 6 eS iss Ia ioag msea Sivoyw i 
TA VERY BINSMISI Tod or NGEV IDG ORE BI NSMSSRAGSS 
- $x ~~, om > J . * y ‘ ‘ Z e y e “ee ‘ 
; eeTDOgES od Tom Divoo saumeiirss fbomtsevet ,sideeives 
m2 —. : “ Ps i way 3 Pe | % P deer. a —* «d : 
DHS HOL7 siostgek asteded eiotetame® ges sia Obes 
o - 
re oD me Sent epee is ox oT teh dames rc Be od por : 
DAD Be Mos SRLEos i fs TOL SMS oF alyate taddy tJngome 
i 
. ‘ ry 
foe | re ¥ r 2 2 P23 ‘. ‘ay q . 4 F 
“OG"EGoD (41; [euro .wady tl .ardemsedsed_ bas anorsioba 
. “* f4ar? <3 As %} a - 9 Dre Ot ee — . ; ~~ { 
SOl (eve wr Lo eee et ZousNevo. govt Beywoass meee 


et y ORINILivt2e 


sidic flava #6 
Ae et ness 


eLrsa 


Noel fees ow 


a 


So ovis amon 7 bs 


a babe 


olixwt .trmrone. at a ae 


moss syad vankarps 2 a 


abeoul 2. 


pete .ernsy aow offs samleab ooeatoeres 
’ 
. nie ee ' we as ‘a fay 
= ER is cH ie ae ae3 Reker Oe Sue? a | LP) ny 


fon susw stodef 


IOBAD Tuam of 


r 
& 


i}: LE2% of eo ston 


® taco ent bae no bi stowage 
y is ' 4! aad c 
Sinsamad sed Dret me: z 
st ase i 
; & 6 @ ¢ - 


. _ i 
wis od dived ee atk 
femme ,ofiicst se hbeaey att ee . 7 
. 5) We 


A - 
» 
as 
a 
f iy = 
\ 
oe var 7 , 
@ 
| 


_ 


rer y 


sing 
7 


Oats 
> . : 
i Ly 
ei? Vee 
: iY ee 
77 7 


NP 


- 20431 - Mr. Northey Jones 


source (3), "new capital furnished by investors", for 
a substantial portion of the necessary funds. 

Before discussing the possibility and practicability 
of attracting "new and additional capital from investors" 
let us look at the record in the past nine years (1940-48) 
for Class I railreads in the United States and for the 
Canadian Pecific as to capital expenditures for replace- 
ments, additions and betterments and as to the funds 
available from (1) depreciation retained from traffic 
revenues, (2) retained earnings, and (3) securities sold. 

I have prepared and now present a table setting 
forth these figures. 

MR. CARSON: Mr. Jones, I am going to ask the 
Commission if they will permit me to file that statement 


as an exhibit because it is in a form that cannot be 


convenkently copied into the record,: if your lordship 
pleases. It will be Exhibit No. 273. The table is 
attached to the statement that is before the Commission 
but for the reason I have indicated I think it ought 

to be marked as an exhibit. 

EXHIBIT NO. 273: Table re Class I roads, U.S., 
and C .nadian Pacific, showing 
capital expenditures for 
replacements, additions and 
betterments, and funds avail- 
able from depreciation retained 
from traffic revenues, retained 
earnings, and securities sold. 

All right, Mr. Jones. 

THE WITNESS: This table is annexed to my state- 
ment. From the table it will be noted that during the war 
years, 1941-1945, in the United States railway depreciat- 
ion and amortization of railway defense projects which 
averaged approximately $541,000,000 were nearly sufficient 


to meet the cost of replacements, additions and betterments 


which averaged approximately $565,000,000. Retained 
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earnings and the proceeds from the sale of securities were 
used by the railroads to reduce debts and to build up 
their net current assets positions. Post war, the situa- 
tion changed rapidly. Labour and materials became avail- 
able for additions and betterments, but their cost was up 
and depreciation was sufficient for only 42% of the cost of 
replacements, additions and betterments on the United 
States roads in the years 1946 to 1948, inclusive, and in 
the case of the Canadian Pacific Railway depreciation, 
on the basis allowed by the Board of Transport Commission- 
ers, provided only 48% of the relatively smaller capital 
expenditures of the Canadian Pacific Railway in the same 
years. 

If I may interject there, I have since obtained 
some later figures and I find that in 1949 the cost of 
replacements, additions and betterments on the United 
States Class I railrwds amounted to $1,295,000,000, 
and that in the year 1949 the depreciation amounted to 
$424,000,000. This means that if we average the four 
post war years in the United States, that is, the years 
1946, 1947, 1948 and 1949, we find that the average 
depreciation amounted to $384,000,000, and the average 
amount spent for replacements and additions and betterments 
amounted to $992,000,000, so that in the four year period 
depreciation provided only 38% of the moneys which were 
spent for replacements, additions and betterments. 

Similarly in the Canadian Pacific, depreciation, on 
the basis allowed by the Board of Transport Commissioners, 
in the year 1949 amounted to $18,000,000, and the cost of 


replacements, additions and betterments amounted to 


$56,000,000. So that the average amount for depreciation 
for the four post war years for the Canadian Pacific was 


$17,500,000 a year, and the average amount spent for 
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replacements, additions and betterments was $40,000,000 
a year, and the percentage that depreciation. furnished 
of the cost of replacements, additions and betterments was 
Hug, 

Q. That 1s the average for those four years? 

A, That is the average for those four years. 

Q. Yes? 

A. The Canadian Pacific Railway had no railway earnings 
after dividends to retain and invest in the property in 
this period. 

Q. That is referring to the period outlined in the 
statement? 

A. In the four year period. 

Q.It would apply to the four year period as well? 

A. It would apply to the four year period as well. 

I do not have the figure on that basis for the year 1949 
but I am informed by the accounting people that still 
remained true in 1949. 

Q. Yes? 

A. The Canadian Pacific Railway was fortunate, however, 
in being able to retain some of its "other income" for 
replacements, additions and betterments, but the high 
level of Canadian Pacific Railway's "other income", based 
as largely as it was upon the high price that Consolidated 
Smelters was receiving for its metals, is not eontinuing. 
Furthermore, it should not be counted upon as a source 
to provide the necessary funds for replacements, additions, 
and betterments to the railroad plant, nor should it be 
looked upon as a source to supply dividends that should 


be forthcoming from the investment in the railroad plant. 


Therefore, the United States railroads and the 
Canadian Pacific Railway turned to the security markets, 


and, as shown in the table, Exhibit 273, sold the 
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following amounts of securities: 
Q. The United States railroads referred to are 


Class I roads? 


A. Yes. 
U.S. Railroads 4 HAS 
(in millions of dollars) 
Equipment Other 
Obligations Obligations Total 
1946 $ 143 $ 552 $ 695 $ 32 
1947 $ 236 o eo $ 262 - 
1948 $ 426 $ 176 $ 602 $ 37 
1949 $ 434 oron $ 458 - 


During this four year period the securities sold 

by United States railroads other than the equipment trust 
Obligations sold were almost entirely for refunding 
purposes except in the year 1948. In 1948 there were three 
important new money issues. The Chesapeake and Ohio 
Railway sold $40,000,000 of bonds; the Louisville and 
Nashville Railway $30,000,000 of bonds; and the Virginian 
Railway $9,500,000 of bonds to provide moneys for replace- 
ments, additions and betterments. The salesof securities 
by the Canadian Pacific were all equipment trust obliga- 
tions. During the period Canadian Pacific paid back 
approximately $83,000,000 to investors in equipment trust 
and other obligations, so from their sales of $69,000,000 
of securities they received no new money from investors 
but rather repaid them a net amount of approximately 
$14,000,000. In the four year period there were no sales 
to the investing public of either preference or ordinary 
Shares by the Canadian Pacific or the United States rail- 
roads. 

If I may digress from the text there I should like to 
comment upon Exhibit 264 which was intreduced by Mr. Fraw- 
ley into the record last Thursday. it consisted of a 
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letter from Mr. Boles, director of the bureau of finance of 
our Interstate Commerce Commission which stated that "only 
relatively small amounts of common stock have been sold by 
Class I roads for the purpese of providing new money. " 

That exhibit, starting at the most recent item, shows a 
sale of $331,000 of stock of the Texas and Northern 
Railway in the year 1948, I have just stated there were 


no sales of stock to investors and I should like to point 


out is asia of $331,000 of stock was to a steel company 
which owned this railroad. In other words, it was not a 
Sale in getting money from investors but was a merely 
a Sale to the parent company of this railroad, the Lone 
Star Steel Company of Texas. 

Similarly the sale mentioned here in 1946 
of the Central Railroad Company of Pennsylvania of 
$750,000 of stock was a sale to the trustee in bankruptcy 
of the lessor of the Central Railroad Company of Pennsyl- 
vania. 


(Page 20436 follows) 
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The Centrel Railroad of Pennsylvania is leased by the 
Central Railroad of New Jersey, end that railroad wes in 
bankruptcy, and in order to keep this leased line in 
operation the trustee in bankruptcy bought this $750,000 
in stock in the leased line. 

Similarly, the two preceding sales mentioned here 
in 1940--- 

Q. You are still referring to Exhibit 264? 

A. I am still referring to Exhibit 264, 

Q. Yes? 

A, Of the Chicago & Illinois Midland Railway Company 
two sales, one in 1940 and one in 1944, each amounting to 
$1,000,000, were sold to the parent company of the 
Chicago & Illinois Railway Company, namely, the Common- 
wealth Edison Company of Chicago. This railway is a sub- 
Sidiary of the Commonweslth Edison, and the Commonwealth 
Edison bought these two blocks of stock of $1,000,000 each, 

To go back to the 1930 sale of the Pennsylvania 
Railway Company, that sale was made in the amount of 
$7,379,000 as shown here, but I think in the record at 
page 20019 it is stated that the Pennsylvania sold 
$18,000,009, Actually of this $18,000,000 authorized only 
$7,379,000 was sold. 

The Chesapeake & Ohio Railway Company was a 
successful sale of railway stock in the smount of the 
$38,221,000 shown here. 

It is to be noted that of the $7,500,000 author- 
ized by the New York Central, none of that was sold, 
whereas it is indicated on pege 20019 of the record that 
thet was sold. Actually it was authorized but not sold. 

Q. Who is doing the talking there, please, at page 
20019? ) 

A. I think it is my friend Mr, Frawley from Alberta, 
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MR FRAWLEY: I am sorry, I did not catch whet 
you Said, Mr. Carson, 

MR CARSON: I asked who was doing the talking at 
thet page of the record, 

MR FRAWLEY: I was introducing the exhibit. 

THE WITNESS: That is right, 

COMMISSIONER INNIS: Q, Coming back to the 
thirties, is there any indication as to the extent of 
Government support or Government provision of capital? 

That might be thought of as a fourth item which is not 
included in your document, of course, for reasons which 
are obvious, but what about the Reconstruction--- 

A. During the nineteen-thirties there were very large 
loans made to the railways by the Reconstruction Finance 
Corporation. I do not have the figures, and I hesitate to 
Say what those amounts were, but they were in very large 
amounts, 

Q. Have they been wiped out? 

A. They have been .- handled differently. The Recon- 
Struction Finance Corporation -- in the thirties, let me 
Say, 30 per cent of our railroads went into bankruptcy or 
receivership, and the Reconstruction Finance Corporation 
wes a holder of large amounts of securities in those bank- 
rupt or receivership railroads. They then went in as a 
creditor in the reorganization proceedings and endeavoured 
with the other creditors to work out plans. Now, there have 
been some of those securities that were held by the R.F.C, 
that the railroads pulled through the thirties, end those 
were refinanced one way or another later on; some of them 
were p3id down by reilrosds -- I mean, I do not want to 
Give the figure, but the Texas & Pacific, for instence, had 
difficulty in getting money in the thirties; it newkded only a 


few million dollars; it borrowed it from the R.F.C. and 
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repaid it. Theat was a Successful operation of carrying 
that railroad through s period of stress, Now, there sre 
other securities that were held by the R.F,c, that were 
bought by investment bankers and sold to the public; in 
other words, the public refinanced those. There were 3 
number of equipment trusts which were purchased by the 
R.F.C.3 I would Say almost all of those were bought by 
bankers and resold to the public, 

Q. Has there been any study made of that whole 
operation? 

A. There have been a number -- theresre the annual 
reports of the Reconstruction Finance Corporation showing 
what have been their results. As a matter of fact, right 
nowthere is considerable sgitation as to whether the 
R.F.C. should continue to be 3 lending organization of 
the United States Government, 

THE CHAIRMAN: Q. When were they set up? 

A. Let me see: I think it was under Herbert Hoover, 
in about 1931 or 1932. 

Q. On account of the depression, was it? 

A. That is correct, sir. 

COMMISSIONER INNIS: Q. It is still in operation? 

A. Well, its Operations have dwindled greatly, and 
the question is whether it should be kept alive. 

Q.- It should not be included as a fourth item in your 
source of supply of capitel? 

A. That is a possible source of Supply. That gets 
into a matter of public policy. Here in Csanodo I believe 
in the depression years there were certain loans made to 
both the Canadian Pacific and the Canadian National, 

MR CARSON: Q. I think you had got to the bottom 
Of page 13, Mr, Northey Jones, when you made your interjec- 
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A. We see therefore that for the Cenadisn Pacific 

811 the money furnished by investors, and in the case of 
the United States railroads most of the new money furnished 
by investors, came from the sale of equipment trust oblige- 
tions. Equipment trust obligations have been popular with 
investors because they are backed not only by the credit of 
the railroad but also by the equipment as security for the 
obligation. The use of these securities is favored by the 
railrosds because money is obtained at low rates, but, as 
Mr. Unwin end I both testified in the Twenty Per Cent 
Freight Rate Case, the amount of money which may reasonably 
be raised by equipment trusts obligations is limited be- 
cause, if a railroad keeps selling equipment trusts each 
year and there sre Equipment maturities each year, there is 
merely a revolving fund and no additional capital is being 
obtained from the investor, inasmuch as maturities get to be 
Just as great as the borrowings and the railroad is not 
getfiing shesad with making additions. While undoubtedly 
railroads will continue to sell substantial amounts of 
equipment trust in the next several Years, probably somewhat 
in excess of maturities, in my Opinion, it is necessary to 
turn to other forms of financing if the railroads are to 
obtain the sums that Should be spent on their moderniaation, 
But, 88 a practical matter, will the investor buy other 
types of rail securities at reasonable prices, or at any 
price at all? 

In my testimony in the Twenty Per Cent Freight 
Rate Case I discussed the decline in the past twenty years 
in the credit position of the railroads in the U.S. and of 
the Canadian Pacific as evidenced by the price of their 
Securities. in the United States and as reflected by the 
investment policies of U.S. life insurance compenies, 


Canadian life insurance companies, and mutual Sevings banks 
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in the U.S. As of the ena of 1949 only 5.0% or 

$2 ,959,000,000 of the $59 ,280,000,000 assets of the U.S, 
life insurance companies, was invested in railroad 
Securities, whereas 16.2%, or $2,832,000 ,000 of 
$17,482,000,000 assets in 1929 had been so invested. 
Similerly only 3.6%, or $735,869,000 of the $20,471,000,000 
assets of the mutual Savings banks was invested in pail 
securities at the end of 1948 compared with 14.04, or 
$1,540 ,038,000 of the $11,018,317,000 assets in 1931. 

In other words, there was an actual decline in 
the holdings of rail securities by the Savings banks, and 
8 great decline in the percentege of assets invested in 
railroad securities, snd in the case of the life insurance 
companies a very small increase in the actual amount of 
holdings, and a large decline in the percentage of assets 
invested in railroads, 

For Canadian life insurance companies much the 
Same situation exists. The report of the Superintendent of 
Insurance of Canada indicates bieaene end of 1947 total 
admitted assets of these life insurance companies were 
$3,919 ,100,000, of which only $19,149,000, or -49% of the 
assets, were invested in railroad securities, whereas in 
1929, of total admitted assets of $1,414,784,000, 
$15,434,000, or 1.09% of the assets, were so invested. In 
Short, right here in Canada your life insurance companies, 
which are a big source of capital for investment in enter- 
prises, are not putting their money today into railroad 
securities, 

The relative decline in credit standing of the 
railroads and in investor interest in railroad securities 
is also shown by the figures of the Dow-Jones stock averages 
for the period from 1921 to date. The Dow-Jones everage 


price of railroad stocks at the end of 1921 wes 74 and 3 
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fraction, and of industrial stocks at the end of 1921 was 
81 and a fraction, or in other words, based on the Dow- 
Jones indexes rail Stocks were Selling at prices about 

90% of the prices for industrial Stocks. Both the rail- 
road and industrial overages went up in the late 20's and 
then declined during the 30's, Now the railroad security 
index is at 55 and 5 fraction compared with the industrisl 
average at 214 and 3 fraction, or, in other words, rail 
Stocks have declined to a point where they sre selling on 
on average at only a little more than one-quarter of the 
average of industrial stocks, 

In my testimony I endeavoured to show what, in 
my opinion, were the causes of this decline in railroad 
credit and some of the steps which should be taken to re- 
establish 9 better credit position for the railroads and 
to restore investor confidence in them, Basically, what 
is necessary is that earning power should be restored and 
the belief that Carning power is not and will not be in 
Jeopardy. Earning power is dependent uppn physical volume 
of business, rates, expenses sand charges, At present there 
Seems to be some hope that the volume of business in the 
50's, in both the Vine karid Canada, despite competing 
Carriers, may exceed all decades except the 40's, and in 
Canada, due to the relatively steady growth in economic 
activity and less truck competition, moy well exceed the 
40's. Both the U.S. and Cansda have had rate increases, but 
in Caneda such increases have been Substantially less than 
in the U.S, 

At this point let me reiterate that if the people 
of Canada are to have a strong, healthy snd dynamic CeP.R. 
the earnings of the C.P.R. must be such that not only the 
operating costs of business ere covered . but also the costs 


or wages of capital must be covered. Furthermore the return 
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to the investor should be sufficient to essure confidence 
in the financial integrity of the enterprise as as to 
maintain its credit snd attract capital for necessary 
additions snd improvements. The C.P.R. must compete in 
the capital markets to attract its capital, and investors 
Will put their Savings in C.P.R, securities only if the 
wages to C.P.R, Capital are commensurate with wages 

paid to capital in other enterprises, 

How then do the Specific proposals of the C.N.R, 
for recapitalization directly impinge on the credit 
position of the Valigtts ¢ Of LCS ability to finance 
needed additions and betterments, and on its ability to 
furnish modern and efficient transportation, and do these 
proposals of the C.N.R, imperil the C.P.R. end as such do 
they constitute serious threats to shippers, taxpayers, 
investors, and all people of Cansda? 

If the Canadian Pacific is to have sound credit, 
the competitive position of the Canadian National and the 
Canadien Pacific must be fair in the matter of passenger 
end freight rates. In the Submission of the Canadian 
National it was Stated, as to the men and women who work 
for the Canadian National, that "they know their railwey is 
the largest in Canada, the only one with lines in every 
Province, and they cannot understand why senother railway, 
inferior in Size, should become the standard in rate 
matters." On the other hand, Mr. O'Donnell (page 18828 sna 
Subsequently) said, on behalf of the Canadian Netional, 
"that in so far as this Commission is concerned there has 
been no request put forward by the Canadian National Railways 
to be made the yardstick." The Board of Transport Commis- 
Sioners in the 20% Freight Rote Case ssid: "It may well be 
that the time has gone by when e consideration of the 


financisl requirements of the Canadian Pacific Reilway, 
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either determined by a study of that company's financial 
operations or determined by the application of on appro- 
priate percentage to its rate base Should be the yardstick 
for 311 the other railways in Canada, without giving more 
detailed study to the financial needs of those railways 
or an appropriate rate pase for each of them. It may 
very well be that the proper basis for establishing 
freight rates in this country should follow a revision 
of the capital structure of the Canadian National Railways 
end the appropriate statutory direction to this Board as 
to freight rates based on that valuation," 

MR CARSON: That quotation comes from page 1) of 
the printed pamphlet of the Judgment dated September 20, 
1949, 

THE CHAIRMAN: The 21% judgment? 

THE WITNESS: The 20% Case, 

MR CARSON: In the 20% Case; it was what we call 
the 8% judgment. 

THE CHAIRMAN: Whst is the date of it? 

MR CARSON: September 20, 1949, 


(Page 20446 follows) 
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THE WITNESS; 

It would seem, therefore, that there is at least 
the possibility that in some respects the Canadian National 
may become the yardstick in rate matters - indeed, there 
is a serious question whether the Canadian Pacific could 
remain the standard if the Canadian National were granted the 
relief it has requested and 1s not required to use 
earnings over and above its reduced fixed charges to pay a 
return on its equity capital. 

If the Canadian Pacifie is to remain the standard 
in rate matters, and rates are set so that the Canadian 
Pacific could earn after income tax an amount somewhere 
between the $47,500,000 requirement set forth in the 
February 28, 1950 judgment of the Board of Transport 
Commissioners, or a return of 4 3/4% on the approximate 
billion dollars of capital invested in the railway enterprise, 
and the $66,600,000, a return of 6 2/3%, which in the 
Twenty Per Cent Freight Rate Case TI testified was in my 
Opinion the minimum wage necessary to attract new equity 
capital to the enterprise, it seems reasonable to suppose 
that the Canadian National with its larger system and 
greater gross revenues, should earn at least $50,000,000 
a year before income tax. 

If Imay interject something there, I should 
like to do so. For instance, if there was to be a 
Straight across-the-board increase in rates of 5% for 
the Canadian National and the Canadian Pacific - - 

MR. CARSON: Q. You are taking that rate as 
an illustration? 

A. Yes, as an illustration; 5% on the $500 million 
of gross revenues of the Canadian National is $25 million; 
and 5% on the $360 million of the Canadian Pacific is 


$18 million. On any earnings that the Canadian Pacific 
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makes over and above its fixed charges, it pays 35¢ 

tax. So that we see that if there was this type of 
Straight across-the-board increase in rates whereas the 
Canadian National, with such a hypothetical increase as 
5% would get $25 million the Canadian Pacific would get 
$18 million less approximately 1/3 or $6 million, or 

$12 million. So that for each dollar that Canadian 
Pacific obtains the Canadian National would receive about 
$2 a ratio of about $ 25 million to $12 milliion. 

MR. O'DONNELL: Q. You are speaking in gross 
figures? 

A. That is Pent, 

MR. CARSON: Q. That is to say, you take the 
$18 million to the Canadian Pacific and as you pointed out, 
about a third of that would be required for income tax 
purposes? 

A. Yes. 

Q. Which would leave about $12 million for the 
Canadian Pacific compared with $25 million for the 
Canadian National? 

A. That is so. To continue:- 

If the Canadian National were to be recapitalized 
as proposed, earnings of $50 million a year would leave, 
after allowing for approximately $15,000,000 of net 
charges on the railroad's net debt of $284 ,000,000, 
$35,000,000 per year Surplus earnings. Even if the 
Canadian Pacific were still the yardstick for rate matters 
it is hard to beliewe that if such a Sum were to accrue 
each year to the Camadian National, there would not be 
a strong demand form many people for lower rates, or even 
a demand that the Canadian Pacific no longer remain the 


yardstick. 
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The net railway operating revenue of the Canadian 
National amounted to more than $50,000,000 in each of the 
years 1941 to 1945 inclusive. Suppose the Canadian 
National were to be the yardstick in rate matters, what 
would the result be if it were to have net railway operat- 
ing revenues of $75,000,000? Based on past results, gross 
mevenue of approximately half a billion dollars in 1949, 
and Canada's expanding economy, such a sum is certainly 
not unthinkable. Under the recapitalization plan there 
would be surplus earnings of approximately $60,009,000 a 
year after the $15,000,000 of net charges on the railroad's 
net debt. 

With such a sum, and the Canadian National then 
as the yardstick, there would certainly be Strong agitation 
for lower rates by such interests as advocate rate re- 
duction. If rates were reduced as a result of such 
agitation, the taxpayers of Canada would be deprived of 
the relief to which they are entitled by way of a return 
on the amount they have invested in the Canadian National 
and the position of the Canadian Pacific would be gravely 
imperilled. 

On the other hand, if earnings in the future are 
at a low level the Cenadian Pacific may be forced to 
request increases in rates. In such a case the Canadian 
National, if it is covering its net charges of $15,000,000, 
with no additional sums required to be paid out as a wage 
on capital invested in the enterprise, it may not [Xe 
along with the Canadian Pacific in its request for increased 
rates. 

If I may, I should like to interject here that in 
fact it seems hard to think they would if the ability of 
the Canadian National is as it was expressed by Mr. 


Fairweather at page 20337 of the record when he said, 
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"We are content if we can Operate without deficits," and 
he was speaking there of Operating without deficits after 
$15 million or $17 million of fixed charges. 

MR. O'DONNELL: That is rather taking it out 
of 1ts context , is it not, Mr. Jones? 

THE CHAIRMAN: What is that? 

MR. O'DONNELL: TI Suggest, my lord, that that 
is rather taking the statement out of its context. 

MR. CARSON: Perhaps my learned friend could 
put the context to him in cross-examination. 

MR. O'DONNELL: All right. 

THE WITNESS: To continue; 

The likelihood that the Canadian Pacific could then 
Secure increases adequate to meet its requirements would 
be lessened. If the Canadian National did JOLm% in? i the 
request for an increase in rates, and rates were lifted 
So that the Canadian Pacific could earn an adequate wage 
on its capital, the Canadian National might then start 
accruing relatively large surpluses and there would again 
be pressure for reduced rates. [In any of the foregoing 
cases, first the credit position of the Canadian Pacific 
would be endangered, then its ability to perform an 
efficient transportation service would be impaired, and 
Eventually the possibility that it might have to be 
taken over by the 'Government and Supported by the tax- 
payer would arise, 

In my opinion, the most dangerous feature of 
the Canadian National's proposal from the standpoint of the 
Canadian Pacific is the absence of any requirement that 
earnings in excess of the very low fixed charges of 


$15,000,000 to be paid out as a wage on the taxpayers'! 
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investment in the Canadian National enterprise. If the 
Canadian National's proposals were adopted, it is my firm 
Opinion that whether Canadian Pacific or Canadian National 
or both become the yardstick in rate matters, the Canadian 
National's earnings after the reduced fixed charges would 
have a material effect in the fixing of the rate level. 

If the wage required to be paid on Canadian National 
capital is reduced to approximately $15,000,000, which 

is only some 3% of its Gross revenues and only about 1% 
of the capital invested in the enterprise, my firm 
Opinion is that the Canadian Pacific would be put in a 
disastrous position and great disservice would result to 


the people of Canada. 


MR. CARSON: Thank you, Mr. Jones. 
THE CHAIRMAN: Does anyone wish to ask any 
questions? 


MR. COVERT: Yes. 
EXAMINATION BY MR. COVERT:- 


Q. Mr. Northey Jones, would you refer to page 2 of 
your statement? 

Ay Yea 

Q. In the last paragraph, about the third or fourth 
line from the bottom of the page you state:- 

"In connection with the registration 

Statements filed by the Government of Canada 

with our Securities and Exchange Commission 

I had to make a study of the figures of 

the Canadian National Railway for inclusion 


in such registration statements." 
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When would that be? 

A. The most recent of those registration statements 
were filed in August of 1949, 

Q. Yes? 

A. The other ones were filed in 1937, in 1938 anda 
in 1943. There were $85 million of bonds under-written 
in 1937 by a group managed by our firm; $40 million in 
1938; $90 million in 1943 ana $100 million last summer, 
in August. 

Q. What I really wanted to find out was how 
extensively you would examine the figures of the Canadian 
National, and whether or not that examination would give 
you a pretty fair picture of their financial position? 

A. It was done because in selling securities to the 
United States public, our securities act says the whole 
truth in effect must be given - it is the truth and 
Securities act - and that the people shall not be given 
any misleading statements nor shall there be any omissians 
which would make the statements that are made misleading. 

Q.' Yes? 

A. In that connection, an important asset of 
Canada is the Canadian National Railway. At one period 
in 1943 when they were earning money, that showed up as in 
the revenues of Canada; that showed in the statement of 
revenues and expenses of Canada that the Canadian National 
was not a burden. In the recent statement filed last 
Summer, it showed that the Canadian National was a burden. 
Furthermore, in the statement of the active assets of the 
Government of Canada are included the loans which are 


made to the Canadian National, and those loans are deducted 
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from the gross debt of Canada, and the figure of the 
Canadian National debt is reduced by the amount of the 
bonds of the Canadian National which is held by the Govern- 
ment. Therefore, with such a stake in the railway, in 
describing the Canadian Government finance you must show, 
as far as their debt position is concerned, that they 

are considering as an asset and an active asset as an 
offset to part of their debt, the debt which is owed to 
them by the Canadian National. 

Furthermore, in discussing the revenues and 
expenses of the Canadian Government, you must show whether 
they are currently a drain or whether currently they 
are turning something into the treasury of the Canadian 
Government. 

Q. In considering the Canadian bonds, I suppose 
they would show the bonds of the Canadian National Railway 
which were guaranteed by the Dominion, would they? 

A. That is correct. 

Q. At any of these times when you were considering 
these matters, had you formed any opinion as to the 
capitalization of the Canadian National, or did that phase 
of the matter bother you at all? 

A. I would say that that phase never came up at 
that time. In going over with the Government officials 
the active assets of the Government, we discussed with 
them as to whether they were really active assets. But 
whether they should be recapitalized or written down -- 
there have been certain active assets of the Government 
that have been written-off at times -- there was no 
consideration. Well, maybe I should not say that. I 


mean, there was a discussion about the capital. In 1938, 
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we discussed the capital revision of 1937. 

Q. When considering the sale of these Government of 
Canada bonds at any of these times, had you drawn any 
conclusions as to the earning power of the Canadian National? 
Did that consideration enter into the - picture? 

THE CHAIRMAN: Would you repeat that question, 
please, Mr. Covert? 

MR. COVERT: I asked him, Mr. Chairman, if at 
any of the times he was dealing with the sale of these 
Government of Canada bonds, he had arrived at any con- 
clusions as to the earning power of the Canadian National 
or whether that was a serious item in connection with 
the sale of the bonds. 

THE WITNESS: I would say that in the 30's 
the position of the farmer in the west and the railroad 
deficit both were considerations which investors were 
looking at. 

MR. COVERT: Q. Yes? 

A. And that when we come to 1943, in the wartime 
Economy, both those were lifted and we also had a 
different type of money market which was more of a managed 
money market both in the United States and in Canada; 
that that situation had cleared up at that time. Last 
Summer they had a situation that the Canadian National 
was showing bad results; but I would say that we were 
hopeful that if there might be a better balance between 
rates and wages paid, that situation would improve. 

Q. You said the issue in 1949 was $100 million? 

A. That is correct. In that respect I might point 
out that the issue was to procure United States dollars. 


The United States dollars were then sold to the Canadian 
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Railway, and the Canadian National Railway was enabled 


to call, last October 1, $57 million of 5% bonds with 


the United States dollars they had so bought from the 


Canadian Government. Furthermore, it was to take care 


of further United States dollars to call an issue of 


$17 million of bonds of the Canadian National on February 


l of this year. Then the Canadian National, to get the 


Canadian dollars with which to buy the United States 


dollars from the Canadian Government, sold an issue of 


2 7/8% bonds here in Canada last fall and by so doing 


took a good forward Step in reducing their fixed charges 


by reducing the rate of interest that they were paying 


from 5% to 2 7/8%, with a consequent saving I think on 


the 1949 operation, although I am not just sure. .-I think in 


the 1949 Annual Report of the Canadian National Railway 


they report that the transaction in refinancing last year 


involved a saving of $1,326,000, I think it is. Iam 


Sorry, I see that the report says: "This refunding 


operation effected an annual saving of $1,382,588. 


Rs 
Be 


You are reading from the Canadian National report? 
From the Canadian National Annual Report, page 9. 
That is for 19499 

1949. 


(Page 20460 follows) 
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MR. O'DONNELL: You might read the whole thing. 

It gives the detail at that point. 
THE WITNESS: I will be glad to. I do not mean 

to take things out of their context, Mr. O'Donnell. 
MR. O'DONNELL: No, I know that. 
THE WITNESS: 
"Finance. Two bond issues were made during the 
year. On January 3 there was an issue of 
$35,000,000, 3%, 17-yezr bonds. The -e were sold 
at a cost to the Company of 3.075%. On September 
15 there was an issue of $70,000,000, 2-7/84, 
20-year bonds, the cost to the Company being 
2.96%. The proceeds were used mainly to finance 
capital expenditures and to redeem $57,728,500 

of 5% bonds due October l, 1969, called for redemption 
October 1, 1949, This refunding operation 
effected an annual saving of $1,382,548," 
MR. COVERT: Q.Now, Mr. Northey Jones, as I say 

the total issue in 1949 was $100,000,000? 

A, That is correct. 

Q@. And I suppose it would be fair to say that regard- 
less of what the earning position of the Canadian National 
was at that time you would still’ have undertaken the sale 
of $100,000,000 of government of Canada bonds? 

A. We would be very happy to. 

: Q. What I was really trying to find out was whether or 
not at any of these periods you had really made a particular 
Study of the Canadian National with respect to either its 
capitalization or the value of its property? 

A. I would not say a particular study the same way 
that we would make if we wer selling securities for the 
Canadian National itself. I mean after all while the 


Canadian National is very important to Canada, Canada's 
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people and to government finance it is still one element 
whereas if you are selling securities of a‘railroad itself 
you have to make a more detailed study of the railroad 
itself. 
Q. Could you tell me the interest rate on the 
$17 million that you referred to? 
A. I believe that 1s 5%. Did I make an error in that? 
MR. O'DONNELL: That is right. It is not in that 
report because it is this year, 
THE WITNESS: I am reading from page 29 of the 
1949 annual report of the Canadian National Railways 
and it shows that it had an issue outstanding on December 
31, 1949, of 5% 40-year guaranteed gold bonds of the 
Canadian National issued February 1, 1930, due February 1, 
1970, outstanding in the principal amount of 
$17,338,000 on which $866,900 of interest accrued in the 
year 1949. These 5% bonds were called for payment on 
February 1, 1950. 
MR. COVERT: Q. Now, at the bottom of page 5 of 
your statement you say: 
"It would seem to me to be exceedingly difficult 
to establish a proper capital structure for the 
Canadian National based to a large extent on its 
earning power if in turn the Board which estab- 
lishes the rates determining earning power is 
waiting to see what the revised capital structure 
will be." 
Now, I wanted to find out if you had made sufficient 
Study to say how you think a proper capital structure of 
the Canadian National should be based ? 
A. Well, both myself and my partners of course are put 
to the problem of raising money for enterprises of various 


Kinds, railrozds, public utilities, industrial companies. 
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We have to compete in a market with other Securities, and 
investors will only buy a given security if the wage of 
the capital which they invest in that is commensurate with 
the wages paid for other types of capital considering 

the risks involved. 

Q. That is a new name for dividends. 

A. For instance, one of my partners testified in 
New York state recently in the New York telephone rate 
case. In public utilities in the United St@tes the general 
theory is that it is a fair rate of return on a fair rate 
base. We believe in that, if that is an answer to your 
question. 

Q. Yes. 

A. But there is a further thing. You get into the 
tests of what is a fair base and what is a fair rate. You 
get into more questions. As I testified in February a: v 
year ago up here I said baie Canadian:.Pacific is to be 
a progressive, dynamic railway it must be able to attract 
capital to make these improvements, and if it is to be able 
to get capital it must pay a wage on that eapital that 
Will attract investment. 

Q. I intended to take that up with you a little later 
because I think you dealt with that later in your state- 
ment, but I what I wanted to ask was if you had given any 
particular thought to the Canadian National because you say 
here that: 

"It would seem to me to be exceedingly difficult 
to establish a proper capital structure for the 
Canadian National"-- 

THE CHAIRMAN: What page is that? 

THE WITNESS: The bottom of page 5. 

MR. COVERT: And the top of page 6. 
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— based to a large extent on its earning power 
if in turn.the Board which establishes the rates 
determining earning power is waiting to see what 
the revised capital structure will be. "' 

Q. It may be you simply mean that Since one is 
depending on the other that creates a difficulty? 

A, That creates a circle, 

Q. What I want to find out is if you have any ideas 
or suggestions you can make to this Commission as to what 
is a proper method of determining the capital structure 
of the Canadian National, whether it Should be based on 
earning power or just what you Suggest? 

A. Well, I think it would be rather presumptcous for 
Somebody from the United States to Say what he thought the 
Canadian government and the people of Canada should say 
was a fair return on the dollars which they have invested 
in this great national enterprise, I do think though from 
the point of view of the Canadian Pacific, that if they 
are not allowed what is fair in all the circumstances to 
the taxpayer of Canada and to the government of Canada, 
that then we have an impossible competitive position with 


the Canadian Pacific, because if their requirements or their 


rate of return is going to be set so low in the consideration 


of rate matters then the Canadian Pacific will have such a 
low state of earning that it will not be able at all to get 
any more capital but will deteriorate and eventually become 
bankrupt. 
COMMISSIONER ANGUS: Q. Mr. Northey Jones, on the 

evidence you are presenting to us you have in mind a 
proper rate of return for the Canadian Pacific? 

A, Tae ie right. 

Q. Wouldn't the rate of return for the Canadian 
National be derivative from that? If the Canadian Pacific 
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is earning so much then approximately one could calculate 
what the Canadian National would be earming? 

A. I would think so, that taking, as I said, a 6-2/3% 
return that I thought was necessary to attract new equity 
capital to the Canadian Pacific, a figure such as that on 
the rate base of the Canadian National, and whether you 
adjusted that rate base to take care of what we call in the 
United States deficit mileage or whether you adjust the 
rate of return downwards from the 6-2/3 is a matter which 
your commissions up here would decide, I presume. I 
believe that question was asked Mr. Cooper back in the 
cross-examination, and I think he said he would rather 
have the rate base adjusted. 

MR. O'DONNELL: Q. He said leave it to the Board, 
too, didn't he? 

A. Well, I am sorry if I misquote him but that was just 
a, recoidection. 

MR. EVANS: I think the recollection is quite 
PianG. 

THE CHAIRMAN: What is your interjection? 

MR. O'DONNELL: I said Mr. Cooper, as I understood 
it, said he would be prepared to leave that matter to the 
Board of Transport Commissioners. He had views but he 
was prepared to leave it where it belonged. 

MR. COVERT: I think they are both right, Mr. 
Chairman. 

Q. What I really wanted to find out here was this, 
whether you suggest that there is any other way to establish 
a proper capital structure other than based on the earning 
power of the road, whsther it can be determined, for exam- 
ple, by a comparison of the funded debt and its gross 


earnings, or whether you can compare it with other Class 
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I roads and arrive at a fair figure as to what their 
capital structure should be? 

A. Well, there are all kinds of maybe you might say 
rule of thumb tests that are talked about. When I 
first went into the bank in 1919 someone told me that you 
Should never borrow more than you have; in other words, 
your fixed interest bearing debt percentage should never 
be over 50%. I would much prefer to see a capital struc- 
ture with less than 50% of debt. For long years the 
Savings bank rule in the New York Savings bank was that 
to be legal for investment tn/the Savings bank a corporate 
debt, railroad debt, should not be more than 60%. 

The real estate mortgage provision in New York for legality 
for savings bank investment was 66-2/3% debt. In these 

new pipe line proposals, and pipe lines which are being 
constructed in the United States the debt goes up much more 
than 60%, and part of that is a peculiar matter which 
arises out of the fact that interest during construction 
can be charged to capital cost. As a result they borrow 
more than, in my opinion, they should. 

Q. Isn't that -- 

A. On the other hand, we come to the American Telephcne 
Company which is on the other side of the picture and Mr, 
Lee Wilson, the president, at the annual meeting last week 
Said he was very much disappointed, maybe we should Say, 
that increasing his capital from $4 billion at the end of 
1945 to 72 billion at the end of 1949 ~- he did not say 
these words. I am coming to what he said. These are what 
the facts are -- that in raising this $3 billion in four 
years or over $800 milli na year he did a great part of it 
by debt securities, and his debt increased from 31% of 
his capital structure in 1945 to approximately 50% at 
the end of 1948 and 1949, and he said his goal was to get 
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it back to 33% of debt. 

Then again another factor which comes into financing 
is the cost of raising money. That has led in the United 
States to people increasing their debt rather than raising 
equity capital. 

Q. Well, coming back to my question, Mr. Northey Jones, 
would you say that there are any simple rules as to the bas- 
is that the funded debt should bear to the equity capital, 
and if so would they apply, in your opinion, with equal 
force to both the Canadian Pacific and the Canadian 
National? 

A. I don't know whether I could express that as a rule. 
I would say that in the firm of which I am a member -- and 
we digress from this principle -- our principle is that in 
talking to companies about raising money, and it varies 
with the type of industry that you have, that the debt 
should not be more than 50% and should approach one-third. 

THE CHAIRMAN: Q. 50% of what? 

A. Of the capital stbucture; in other words, that 
there should be 50% in equity and 50% in debt, and that in 
a commeri2zal enterprise it is much better to strive for 
the 33% in debt and two-thirds in equity because if you 
have an impact at any time, like the telephone company had 
following the war where it was necessary to raise such 
vast amounts of capital, then they have room to expand 
that up to the 50% without getting into serious trouble, 
and they can do it at not too expensive a rate. Now that 
this terrific capital expansion which they underwent in 
the past four years is slowing up they can start to get 
back towards the 33%, but you asked me, Mr. Covert, whether 
that would apply equally to a commercial enterprise and to 


the Canadian National. 


Q. Let us assume they are both commercial enterprises. 
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I said the Canadian Pacific and the Canadian National. 

A. Well, I think it is hard to assume that they are 
both commercial enterprises. In my testimony a year ago 
I said that I thought the Cenadian Pacific should strive 
to get its debt down from the figure where it is now, 
between 45 and 50% of its capital, down to a figure nearer 
33-1/3% because that would improve the position of the 
equity holder and would enable them Fe eee capital more 
guickly. 

In the case of the Canadian National the situation 
is different in that the capital does not have to come 
from the investing public. They get their capital from the 
government. That is a little different, and there has not 
been any requirement made that there be any payment made 
to the government on some $700 million of equity eapital 
now owned by the government. 

THE CHAIRMAN: We will take a few minutes! recess. 


-- Recess. 


(Page 20472 follows) 
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.«+UPON RESUMING 


MR. COVERT: 9. AmI correct, sir, that you Suggested 
that it costs more to raise capital now than it has in the 
immediate past? 

A. Well, if you say now in 1950, I don't say, "No, 


So he ae 


It all depends upon the type of capital you are 
talking about, but generally speaking, bond prices are very 
high relatively and the cost of borrowing money is less 
than it has been for several years. There was a peak in 

the bond market and a low point in the cost of debt money 
in 1946, Then from that peak bond prices went down and 
they have been rising for a period. For instance, based on 
bond yields in the United States - the railroad bond yields, 
and when I speak of yields, that is the percent you get by 
investing in railroad bonds. For instance, in 1946 they .—- 
vesdhed a low point of 2.91 percent; in 1947 the bond 
prices declined and the yield, therefore, was greater to 

the investor in buying them, 3.11 percent. In 1948 it was 
3.34 percent; in 1949 there was an improvement and it 

went to 3.24 percent. and on March 30, 1950, based on this 
index of Moody's, which is one of our large statistical 
organizations, it was 3.08 percent. Now, the same trend 
was noticeable in public utility bonds, and industrial 
bonds, but their costs was lower Sens eee railroad 
capital. And actually while those are the yields on a 

large number, they are based for overall, all oacorporate 
bonds in the United States the low yield figure in 1946 

was 2.74 percent. It went to 3.08 percent in 1948 and on 
March 30, 1950, was 2.84 percent. That is based on existing 


outstanding 120 bonds. When it comes to raising new money, 
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the railroads would not be able, for instance, today, to 
raise new money at 3.08 percent on the average, although 
that is what the average on these 120 -- not the £20; 
because there are not that many rails in it, but the number 
of rails that are in it, would yield. There have been 
in the United States two important issues of securities since 
the beginning of the year; one for refunding purposes 
by the Chicago, Rock Island and Pacific when they sold some 
bonds to refinance and get a reduction in interest, and those 
bonds were offered to the public on a 2.90 basis for a thirty 
year bond. Then the Chicago, Burlington and Quincy Railroad 
sold $25 million of bonds on March 28th of this year, where we 
sold $25 million of bonds for the Burlington at a price of 
100, a 3% bond or a 3% rate. Similarly here in Canada 
Since, recently within a month, the Canadian Pacific has been 
able to sell some 3 1/8% twenty year bonds at a slight 
decline from par, so that the yield to the public was about 
3.20%. 

Q. They were thirty year bonds too? 

A. Twenty year bonds, and they had a speculative feature -- 
I hope it is a good Speculative feature -- in that they are 
convertible bonds, and I hope some day that the stock 
would be worth such a price that they will be able to convert 
them. 

COMMISSIONER INNIS: Q. When you said in 

answer to a question by Mr. Covert that the costs of 
floating capital were higher, that is not quite accurate? 

A. No, I want to point out that when I said the costs 
of floating debt capital have improved, I mean, you had a 
peak in 1946 when you had the cheapest time of financing, 


then they declined, prices declined, and your cost of financing 
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then went up. Here at the beginning of 1950 it is the best 
it has been for a couple of years as far as debt is concerned. 
On the other hand, it is not exactly fair, probably, to 
take these examples that I have taken of the Chicago, Rock 
Island and Pacific on a 2. 90% basis; the Burlington, it 
issued $25 ae ng on a 3% basis of which incidentally, half: 
was new money *Sutla a cut-off which is going to cut their 
distance from Chicago to Kansas City and so improve their 
running time and efficiency and lower their costs, or this 
issue of the Canadian Pacific, because while these three 
railroads were able to do that, very few railroads of the 
United States are able to borrow money on these terms. In 
other words, those are good railroads. 

COMMISSIONER INNIS: Q. What would be the more 
general run? 

A. This goes back to last summer, but we had a refunding 
operation to do for the Western Maryland Railroad and in 
connection with that they were going to decrease their debt, 
that is they were going to redeem about $9 million worth 
of their debt and they only wanted to take $7 million out 
of the treasury, and they asked us to raise $2 million so 
they might redeem this debt to improve the mortgage position 
of the new Security that we were arranging for them. I 
went all over New York and New England trying to sell those 
$2 million tof bonds for the railroad, for the Western 
Maryland Railroad. I finally got the Northwestern Mutual 
out in Milwaukee and the New England Mutual in Boston 
each to take a million of these bonds. 

THE CHAIRMAN: Q, They are insurance companies? 

A. Yes, my lord. These were ‘twenty year 4% bonds. 


The Atlantic Coast Line, as I mentioned before, we were 
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- 20475 - Mr. Northey Jones 


doing some work for them and were trying ahead of maturity 
to take care of $50 million bond issue which atures: - 

in 1952, from the Coast Line. In order to attract those 
people to exchange the two year bond for a thirty year 
bond the Atlantic Coast Line is offering to raise the rate 
of interest for two and a half years until the old bonds 
matured, from 4% to 43% and pay 44 thereafter for the 30 years. 
You are up in the neighbornobda of 4%. The Seaboara Railroad 
will shortly call for a new issue of bonds and that is a 
byiding matter, but their rate will be down toward the 3 
rather than jp towards the 4, but there is that gamut between 


the 3 and 4g 


MR. O'DONNELL: Q. The C.P.R. bonds are 3 1/84. 

A. Yes, with a slight discount. 
MR. O'DONNELL: A price of 75 and accrued interest. 
MR. COVERT: Q. Again on page 5 of your state- 


ment in the first part of the latter paragraph, you say: 


"In this connection, I note that in the 
December 31, 1949 balance sheet of the 
Canadian National Railways no depreciation is 
provided against road accounts, which would seem 
to indicate that there is room for recapitalization 
through the provision of such depreciation reserves." 
Would you first explain what is meant there and secondly, 
how much of a recapitalization there would be, if you have 
given any thought to that? 
THE CHAIRMAN: You mean the road account? 
MR. COVERT: No, my lord. He says there that the 
fact that there is no depreciation provided as against 
the road accounts - - 


THE CHAIRMAN: That means the road property? 
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MR. COVERT: Yes, my lord. My understanding sir, 
is that the Canadian National Railway has depreciation for 
equipment, and so ony "buUb“on +the 222 

THE CHAIRMAN: Q. Let us See what Mr. Northey 
Jones has to say about road accounts? 

A. I have in ming accounts which we classify in the 
United States, the property account of the railroads is under 
two headings, 1 - Road’, (Lie. Equipment. Road accounts 
include grading, ballasting, ties, railroads, Stations, bridges, 
Signals, engineering, all that have to do -now, there are 
two parts to that. There is one known as track accounts 
which have to do with the rails and ties and the 
ballast and the tie-plates. The depreciation on those igs 
taken care of, that is, the physical wear and tear is taken 
care of by maintenance. On bridges and Structures, stations 
and similar items in the United States we have depreciation. 
We find that those things wear out or become obsolete 
and they have to be replaced. There was one time where a 
number of railroads found they were not getting out of their 
traffic revenues the money to replace those items, and they 
came in bunches and, I think they were happy when the I.C.c. 
set up a depreciation on those accounts. I think proportion 
of depreciation in the United States which goes to the road 
accounts as compared with the ones that gow to the equipment 
accounts has been rising somewhat. Now, when I say there 
is no depreciation there - - 

THE CHAIRMAN: Q. Can you give us any figures of 
proportions? 

A. I will find that, my lord. Shall we g0 on with 
this? I am sorry, I am not trying to get away from your 


question, sir. 
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MR. COVERT: Q. You say there is room for 
recapitalization through the provision of Such depreciation 
reserves, and that is what I wanted an explanation of. How 
would that be done? 

A. I would say, sir, and that maybe enters into what 
Dr. Angus mentioned, that I presume that in your capitalization 
you would have the capital liabilities in the form of debt 
and equity capital on one side and on the other side you 
have the investment in property and if the net investment in 
property 1s reduced because there is depreciation in some of 
those items that would reduce the asset side. I note here in 
Canada you carry your reserves on the liability side, but I 
mean that is purely a matter of accounting, whether you carry 
them over there or carry them on the asset side as a deduction 
from the asset. But, if through a write-down of the net 
property account either through the provitioh of depreciation 

the loss in 
reserves or because some of/this mileage, maybe, ae ee 
Should be recognized and it should be re-valued on the 

basis of what the situation would be cCO=-d aye TP 
thereupon, you get a lower net asset position on the 
asset side, you correspondingly have got to reduce your 
Capital on the liability side, and that, in effect, is what 
in a number of the re-organized railroads in the United 
States they have in effect decided, that the property 
value that was on the asset side does not really exist in 
the terms that it was set on the books of the company before 
and either by providing what we call down there an acquisition 
account sometimes these asset values are reduced and the 
capital structure is correspondingly reduced. 

Q. As I take it, you are suggesting that you would 
write down the assets by the amount of depreciation which, 


you say, would be applied to the road accounts? 
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A. That is right. 


Q. And then reduce the capital on the liability side 
accordingly? 

A” SES. 

Q@. What I want to find out is that when you say there 


is room for recapitalization, through the provision of such 
depreciation reserves are you suggesting that since you have 
noted this in 1949 tyou are assuming that situation has 
existed in the past? 

A. Yes, there is an accumulated reserve. 

Q. Therefore you would find out what that accumulated 
reserve should be, and adjust the capital on the liability 
Side accordingly? 

A. That is correct, sir. 

Q. If they have been taking care of that depreeiation 
on the basis of renewal or retirement accounting, could 
you still do what you suggest? 

A. If -- and I say if -- there is no depreciation in the 
structures on the Canadian National that has not been 
taken care of by maintenance or renewal accounting, I 
would be very much ‘surprised. If there is none and if there 
is no depreciation there it would be the first company that I 
have ever seen where there was none. That is not in my province 
to say, and I would rather not get into a discussion as 
to the relative merits of various forms of taking care of 
wear-and-tear and obsolescence on property, but I would 
think there is and you get all the way from straight line 
and you get to the position which is obtained sometimes in 
the courts in the United States where they say you should 


Only provide for what is known as observed depreciation. 


(Page 20483 follows) 
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Q. Let us not get into that, then. Let me pursue 
this this way, Mr. Jones: Supposing--- 

A. -T om not trying to get away from your question, 

Q . No. no. What I want to find out is this: 
Let us assume that you could recapitalize, as you say, 
through the provision of such depreciation reserves. 
Now, let us say that that meant writing down on the asset 
Side the road property account? 

A. Right. 

Q@. Now, on the other Side, what would your proposal 
be? You would write down the capital by the same amount ; 
you would write down the capital on the liability side by 
the same amount? 

My Yes, 

Q. And would you do thot by a reduction of the 
funded debt? 

A. Well, I think you get back into the question you 
asked me before. If you reduce the total assets and you 
reduce the total liabilities, and let us assume just for 
a minute the 50 per cent ratio, if it is going to be a 50 
per cent ratio softer reduction, that may mean that the 
debt is cut down, 

Q. In other words, you would reduce the capital on 
the lisbility side so that there would be sbout 50 per 
cent of equity capital and 50 per cent of funded debt? 

A. I am saying that is one theory on which it might 
be done, yes, sir, 

Q. What I wanted to find out, you see, is, when you 
Say having observed this, there is room I just wanted to 
find out how you were going to go about it? 

A. These matters -- and I om not trying to be 
evasive -- a1] these matters, each one has to be studied 


on its own merits, and if in a railroad you find that there 
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is room for 2 restatement of your assets, then there has 
g0t to be a corresponding restatement of your liabilities, 
Bnd: in vGGiae a well, I do not like to make absurd hypo- 
theses, but on the other hand maybe the best illustration 
is to take it. Now, we have $2 billion, roughly, of 
assets of the Canadian National, I hope you won't hold 
me to the exact figures, 

me VOR nos 

A. And we have $1.3 billion of debt and $700 
million of equity. Now, to be -absurd, let us Say that 
the assets sre only $1 billion, and then the lisbilities 
Should only be $1 billion, and then if you take a 50 per 
cent ratio -- and I do not say that that in this case is 
necessarily the right ratio, although it is a ratio which 
is a fundamental , maybe I might Sey, credit rule, that a 
man ought not to borrow more money than he has --~ then you 
would have half a billion of debt and half 3 billion of 
equity capital, That figure, which I Say I think is 
absurd, would result in a reduction in your debt from 
$1.3 billion to half a billion if you were going to follow 
the 50 per cent rule, and would result in 8 reduction of 
the equity from $700 to $500 million. Now, I do not think 
those are the right figures; don't let anyone have that 
impression; it is Just to illustrate what happens, and I am 
trying to enswer your question as directly ss I can, sir, 

Q. Now, my next point on that is, Supposing it were 
done that way, what I cannot quite follow is why that would 
make any difference to the Canadian Pacific, whether the 
Canadian National's capital was revised in this manner or 
by the manner they suggest? 

A. Well, maybe I have gone too far efield in even 
Suggesting that there was room for a revaluation or a re- 


statement of the assets. I would think that it gets more 
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to the question, if there is going to be a fair compsrison 
in rate matters, and if -- snd I say if -- 9 rate 

base were determined, sand if, as it might well happen, a 
rate base would be established for both the Cenadisn 
Pacific and the Canadian Nationel, thet rate base then 
would be influenced by @ consideration of 3 matter such 
as this possibility let me say of accrued depreciation 

on the road accounts of the Canadian Pacific. 

Q. Then, Mr. Northey Jones, can I put it this way, 
that as far as this statement about room for recapitaliza- 
tion + through the provision of depreciation reserves is 
concerned, whether it is done thet way or in another way, 
that does not go to the root of the problem es far as your 
brief is concerned? 

A. I would say that it dia ROvy (no, six, 

Q. Then the next thing I wanted to discuss with you 
is at page--- 

COMMISSIONER ANGUS: Q.- Mr. Northey Jones, is 
what you esll the 50 per cent rule based on the assumption 
that a return is being earned on the equity capital? 

A. That is so, sir, and I hope in the last part of 
my answer to one of Mr. Covert's questions that I pointed 
out that the situation was different between 2 privately- 
Owned enterprise and 3 Government-owned enterprise, in thet in 
the privately-owned enterprise that capital, that equity 
Capital, must be secured from the investing public, whereas 
in the Government-owned the equity capital is furnished by 
the Government; snd, as I said before to you, Dr. Angus, 
the amount of that return to the taxpayer in Caneda, the 
Canadien Government end the Canadian National end your 
commissions up here should determine, but it seems to me 
that if you are going to have fairness in rate matters the 


Canadian Pacific hass got to earn a return on that equity 
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capital to live, therefore if it is going to be 
fair there must be some fair determination of what the 
equity capital in the Cansdion National shall earn 
and pay. 

MR COVERT: Q, That wes the point I wanted to 
take up with you next, sir. I wanted to Say to you this, 
thet whether 3 private corporation finences through debt 
capital or equity capital depends on ea good many things; 
Lirst,. Suppose, it depends on the condition of the 
market, the times, even the question of income tax? 

Ds Unfortunately, that is so, 

Q. For example, I suppose it would be pretty 
expensive financing to try to finance entirely through 
common stock today, where income tax must come out before 
you pay the dividends on common stock? 

A. That is correct. On the other hand, e concern 
such ss General Motors Corporation, which borrowed some 
money several years ago, but it hes paid it all off, and 
now has nothing but preferred end common Stock; they say 
that they would rather not have that impact of having to 
pay debts possibly at a period of lower industrial activity. 

Q. I was going to come to that. Now, the reason that 
you want this cushion, if I may call it that, of 
equity capital, is because when 9 depression comes you may 
lose your Company if you have nothing but -funded debt; 
there may be a foreclosure? 

A. That tis correct. 

Q. Which cannot take place if you just have the 
common stock? 

A. » Phat rds right. 

Q. Now, in considering the position of the Canadian 
Pacific and the Canodian National, raising meney by 


equity capital is no problem at all to the Canadian Nationa‘ 
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it is something, as 5 matter of fect, from the point of 
view of the Canadian National -- would it not be fair to 
Say that they would perhaps be foolish to attempt to raise 
money by equity capital? 

A. Well, maybe I do not quite understand your question, 
Sir. 

Q. Can I put it this way, then--- 

A. You mean to sell to others thsn the Canadien 
Government ? 

Q. Yes. 

A. Well, I would think that was a matter of national 
policy here, of whether you want to bring in other people 
than the Government as an owner of equity securities, If 
you do bring those people in, as I would see it, they 
would only come in if their position in effect was 
guaranteed in some way by the Government. 

Q. Because of what? 

A. Because of the Situation es it exists 3s to earnings. 

Q. That is what I was going to suggest to you -- 
because of the Situation as to the earnings of the Canadian 
Nationsl1? 

Be chev is right, 

Q. And also because of the large funded debt that 
now exists? 

A. That is right. 

Q. Ahead of it? 

A, That is right. Mr. Covert, I agree that there 
Should be a recapitalization of the Camadian National. That 
is, it is not maybe for a person from the United States to 
Say so, but I mean from 9 financial point of view the fixed 
interest charge and the $1.3 billion is large, and I would 
have no hesitancy in Saying thet if I were in the position 


of the Canadian Nationsl I would went a reca,pitelizsation; 
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but I am here appearing for the Csnsdian Pacific, and all 
I em saying is thet if there is to be a recapitalization 
I would hope that it woulda result in such s fashion that 
the credit of the Canadian Pacific is not hurt thereby. 

Q. Well, that is what T wanted to come to, I would 
like to say, Sir, that you need have no worries about 
expressing your opinions because you ere an American 
citizen; I think I could Say on behalf of the Commission 
that we would be glad to have your views on any of these 
matters, based on your qualifications, Now, whet I wanted 
to find out was this: Would it not be an entirely differ- 
ent position for the Canadian National, where they can 
raise money cheaply by the issue of bonds, much more 
cheaply than they could by issuing equity stock to the 
public, and where income tax is no problem to them, ond 
where the fear of being unable to pay the interest on the 
bonds during a depression is no problem to them -- what 
I wanted to find out was, is not the position of the two 
roads in your opinion entirely different in that respect? 

A. It is entirely different, They have the great 
background of the credit of the people of Canada and the 
Conadian nation behind them, whereas the other has its own 
credit on which it has to raise its capital, 

Q. Now, coming back to my point, one problem of the 
private enterprise is to sa adjust its funded debt and 
its equity capital thet if there is a depression they 
will have that cushion; now, the ideal situation in 3 
depression would be to havwe entirely equity capital? 

A. Well, I do not know whether I would say it was 
ideal; it would be the safest position. 

Q. Well, all right, we will say the safest position. 
But that is one factor that they must take into considera- 
tion in any capitalization that they make? 
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Ay. evnet.is right, that is right. 

Q. Now, you dia Say that you agreed that the 
Canadian Nationsl should in your view be recapitalized? 

A. Yes, 

Q. That is, for two reasons, I assume, sir: One, 
you say that the interest on their funded debt is too 
great based on their earning power; is that one reason? 

A. I would say that based on their past and present 
€sarning power it would Seem that the present fixed charges, 
if it were to remain fixed at that rate, while it might be 
covered -- and I am optimistic enough to think that it 
would be covered in some years -- but of the net railway 
Operating income that would form a much larger proportion 
than you would want to have in 9 commercial enterprise, 
and as such those charges, some part of them ought to be 
-~- the charges on the $1.3 billion, some pert of them ought 
to be taken care of in some other way, 

Q. Now, when you Say compared with the commercial 
enterprise, I wanted to find out whether you thought that 
that wos 3 fair comparison; should they be compsred with »s 
commercial enterprise? I am using your term. 

A. Yes, I realize that, and I suppose it is rather 
hard to Say exactly where that leads you, because they are 
in competition with the Canadian Pacific on the one hand, 
and on the other hand they ore ea Government enterprise, 
Your situation is such that I can perfectly understend 
the management's position in the Canadian Nationsl, and mine 
would be the seme, that I would want my debt and my charges 
reduced, but I think that there you come -- and I think the 
position of the Canadian Pocific has been that they were 
not objecting at 31l to a recapitalization of the Canadian 
National thet would reduce its fixed interest-bearing 
debt providing that there was something done which would 
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protect the Canadien Pacific, and I do not know just how 
you are going to work that out. That may mean that there 
is some way of providing thet there Will be some return to 
the equity holder in the Canadian National, the same way 
as there is some return to the equity holder in the 
Canadian Pacific, 

Q. Now, you sre aware, Mr. Northey Jones, that every 
time the year ends end the Canadian National shows a deficit 
that is headlined in the press throughout the country, and 
that the probabilities are that people in the country do not 
understand the funded debt position of the Cansdien 
National? 

A. Right, 

Q. And you would agree that that probably would effect 
the morale of the employees of the Canadien National; 
would you agree with that? 

A.’ Well, I certainly think it would have an effect 
upon the morale. I know I would not want to see recurring 
deficits: ins company in which I was one of the managers, 
But, to look at it from the other Side, if after earning 
$15 million net from their operations as 2 railway, which 
were just sufficient, and then you were to see in the papers, 
"C.N.R. has surplus of $50 million" -- 50 after 15, it would 
be earnings of 65 -- say if they had earnings of $65 million, 
and you provide the $15 charge -- "C.N.R. has earnings of 
$50 million" -. 7 feel quite sure that there would be quite a 
reaction about why should these rates be So high, without 
the realization on the part of the careless r2ader, let me 
Sey, that that $50 million thet would be earned and that 
would be labelled surplus in the newspapers, was based on 5 
recapitalization oof the railroad, would be only a -- well, 
let's see: it woulel be with a net debt of $300 million, 
$1.7 billion, that $50 million would be only about 30 per 
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cent that the investor, the Cenedian taxpayer, would be 
getting as a return on his investment, 5 

Q. As I say, then, from your point of view your 
theory is that there may be large surpluses? 

A. Well, I hope there will be considerable surpluses 
over and sbove the $15 million, 

Q. Now, the Canadian National, ss you know are not 
optimistic; they Say that on this recapitelization on the 
average the surplus will be zero. 

A. Well, they ought to be able to forecast that 
better than I can, much better, All I see is that in this 
decade, in the fifties, while it may be true that the 
percentage of transportation which is carried by our rail- 
roads in the United States -- and I presume that would be 
true in Canada -- the percentage of the total trensporta- 
tion which is carried by rail will be less, I still be- 
lieve that the ton miles carried in the United States in 
the fifties will be greater than any decade other then the 
forties, and I think in Cansde your ton miles moved -- al- 
though those ton miles will be 8 smaller percentage of the 
total ton mile movement in Canada, yet actually the ton 
miles carried by the Canadisn National I would believe 
would be greater then in any other decade except the 
forties, and with your expansion here in Canada and your 
economic growth I do not think it unressonable to think 
thet your fifty decade in ton mile movement may exceed the 
forty decade, 

COMMISSIONER INNIS: Q. Would you care to say how 
much you think the capital should be reduced, or how fer 
you would go with it? 

A.» I.think. that is very merd, Dr. Innis, unless you 


make a specific study. We have had great trouble in the 


United States in this matter in rsilroad reorganizations. 
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Some of them -- the Missouri Pacific went into benkruptcy 
I think it was in 1933, and we have been working seventeen 
yeers trying to get that reorganization straightened out, 
and there has been 3 continuous fight in the courts and 
before the Interstate Commerce Commission as to how much 
thet should be cut down end whether the old equity owners 
should be frozen out completely or whether there is a 
little bit left for them. 

Q. Well, could I come at it in another wey? 
Would you care to Ss3y what you meen by a strong, healthy 
end: dyriamicw C.P.R,? =- because there is a great range of 
views -- in the mein thet the C,P.R. should be kept alive. 
Nobody quite knows what thet means; I suppose it ranges all 
the wey from oxygen treatment to Something which is very 
vigorous sand very energetic. The whole question is, just 
how much alive the C.P.R. should be kept. 

A, Well, as I see it, one of the phases, I have tried 
to point out, one of the phases of keeping alive and 
dynamic, I mean not being sick and gradually petering out--- 

Q. Nobody wants that. 

A. Nobody wants that; but to be alive and dynamic and 
progressive they have got to spend money on these properties, 
and to spend that money they have got to raise that money, 
end to raise thet money there has got to be 2 wage paid to 
that capital, es I see it, that is commensurste with the 
weges paid to capitsl which is given to pipelines or to 
Shipping companies or to mining operations, also teking into 
eccount the risk. Now, in a utility industry, where you 
have expansion, in the electric industry, it looks today as 
if the risk was not ss great as in the railroads. Back in 
the twenties people thought that the risk in the railroads 
Was not great, and they were able to get their capital at a 
little better rates than the public utilities. Now they 
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cannot get it at as g00d rates as the public utilities, 
But if you could remove that Jeopardy of fear that the 
rails are declining, if you can put the Canadian Pacific 
so it can get money -- it has a diegel programme, it has 
a programme for modernization of yards, and all these pro- 
grammes mean 8 lot of Savings. In the United States we 
have spent almost $4 billion on our railroads in the last 
four years. About $1 billion of that hes been for loco- 
motives; that is about a quarter of the $4 billion, and 
most of that has been for diesels. and those diesels meen 
big Savings, 

Q. You have not really changed your views, then, from 
the six and two-thirds per cent that you mentioned? 

A. Well, in the United States recently there have 
been a lot of views expressed that the railroads ought to 
be allowed to earn 6 per cent on their property investment, 
end back in 1920 that was the original figure that was 
given that the I.C.c. used as a theory in rate-making; and 
then that theory was taken out. I mean, they never -- well, 
they have in one or two years got the 6 per cent -- they 
got the 6 per cent in one year during the war recently -- 
but in 1948 it was four and a fraction per cent, last year 
it was something under three, and we have had a much greater 
increase in rates, of course, than you have up here, in the 
United States, 

MR COVERT: Q. On pege 16 of your statement, sir, 
you say that earning power should be restored, and you go on 
to say: 

"Earning power is dependent upon physical volume of 

business, rates, expenses end charges," 

Now, I suppose there ere several opportunities there to make 
adjustments one way or the other; for instance, you may 


increase the volume of business? 
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A. Then you usually get a lower unit cost; you 

should, 

Q. Then you may possibly be able to reduce your 
expenses and charges? 

A, That is correct. These capital improvements I 
was talking about, is one way of reducing your--- 

Q. And the other is to raise rates? 

A. That is correct. 

Q. Now, you --- 

A. There are situations where you might get more by 
a reduction in rates, but I don't want to get into that. 

Q@. In that same paragraph, just before I leave Lt. 
[I want to ask you about this, It is near the end of that 
Same paragraph; you say: 
" e+ « May exceed all decades except the 40's, and 
in Canada, due to the relatively steady growth in 
Economic activity and less truck competition, may well 
exceed the 40's," 
Am I correct, that you mean that there is less truck compe - 
tition in Canada now than there was? 

A. No; less truck competition than in the United 
States, that means. 

Oe) Ois, .. see. 

A. I am sorry if thet was misleading. 

Q@. It may be--- 

A. In other words, I say that in the United States 
I think in this decade of the fifties that will surpass 
all other decades except possibly the forty decade, the 
decade of the war. Here in Canada I would certainly say 
that your ton miles up here would be greater than any 
decade except the forties, amd I say up here in Canada you 
heve e chance of Surpassing tshe forties, because you have 


less truck competition than we have in the United States, 
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and because your expanding economy is Steady, end you 
may well have more ton miles in the fifties, 
THE CHAIRMAN: We will adjourn now, 


---The Commission aq 


Journed st 1:00 Pem., to meet again 
at 2:45 p.m. 
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Ottawa, Ontario 
Monday, April 24, 1950. 


AF TERN OON of 85 I 0.N 


MR. ALLEN NORTHEY JONES - Recalled 
ee NN ecalied 


COMMISSIONER ANGUS: Q,. May I ask this question 
while we are on page 16? If I understand it, the argument 
is that if the Canadian Pacific has to make a greater invest- 
ment, has to enlarge its capital, then you have to consider 
what wage for capital is necessary to raise that 
money in the market? 

A, That is correct. 

Q. And then you have to really see that all existing 
get a similar wage, the older shareholders, 
shareholders / and that the revenues of the Canadian National 
too are correspondingly extended? 

A. I think that is so, Dr. Raeas’ There is always that 
question of whether it is exactly a similar wage that the 
Old investor put into the property. I mean because of the 
ups-and-downs of the economic cycle he may have put in a 
different figure than is put in now, but the wage should be 
Such as may be not the absolute integrity if he invested 
it in a boom period, but in average that the integrity 
of his investment is maintained, as well as the wage that 
is paid on the new capital. 

Q. So that the effect might be, I think, to have 
quite an appreciable increase in railway rates in order to 
enable the Canadian Pacific to acquire a relatively small 
amount of capital? 

A. That, Dr. Angus, in the case of the Canadian Pacific, 
just the extent of that increase in rates, is a question. 
There is not only the increase in rates, but there are 


the economies in operation and there is the possibility of 
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a growth in business in the number of ton miles hauled. In 
addition, in the Canadian Pacific they are, in a way, in 3 
fortunate position in having a substantial Other Income, 
and the market price of their stock is dependent not only 
on the rail income, but also a big factor in it is what they 
get from Smelters, so that actually to sell Canadian Pacific 
Stock at 25, the ability to do that may be helped greatly 
by the Other Income coming from Smelters. 

Q. Yes, but that is not increased at this time? 

A. No. 


Q. I mean if you start at 17, you have to climb to Fae 


A That is right. 
Q. By means of freight rates, and volume? 
7 A r’ volume. 


Q. But in so far as you do it by volume, if you are 
not having an increase of rates, you are at least avoiding 
any decrease in rates that might otherwise occur? 

A. Yes, 

Q. What I want to get is this: from the standpoint 
of national policy, you might imagine the government saying} 
"that some people have a fear of increased rates, and we 
would like to spare them that, avoid that, and that could 
conceivably be done by making funds available to the Canadian 
Pacific in some other way. To take Just a crude example, it 
would be conceivable that the Government itself might buy 
the common stock of the Canadian Pacific authorized but 
unissued at par - at $25.00, and then say the Canadian 
Pacific has adequate funds and the rates will not have to 
be raised, and as far as we are concerned, we get the old 
dividend but we can borrow the money that we have to supply 


and break even or a little better than break even. Now, would 
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you consider an arrangement of that Sort -- and if this is 
not. a fair question, do not answer it, -- would you consider 


that an arrangement of that Sort was unfair or unjust to the 
existing shareholders? 
own 

A. This is my opinion. I would not think that an 
arrangement of that sort would, of itself, as far as a 
financial transaction, be unfair. The question might arise 
that if the Government were to buy this stock at 25, would 
they expect to get a return on that? If the situation were to 
arise that the Government would not expect to get a return on 
that, and by their not expecting to get a return on that 
$25.00 per share they put in, resulted in the other common 


Stockholders not getting a return on that investment, I believe 


that the other stockholders would feel that they were not in a 
good position. 

Q. I can see that. But for the Government to expect 
to get something of the order of 4% does not require as high a 
level of rates as for the stockholders in general to expect 
to get something of the order of 6 2/3%? 

A. .That is correct, sir. My lord, there was one thing 
that you asked this morning about depreciation as to the 
division on Class 1 railroads in the United States between 
as between road and equipment. In 1948 the depreciation 
the amounts of money that were provided for depreciation/on 
road and amortization of road defence projects amounted to 
$126 million and the depreciation on equipment and amorti- 
zation of equipment defence projects amounted to $265 million 
So that of the total depreciation provided in that year by 
Class 1 railroads 32.3% was on road accounts and 67.7% was on 
equipment accounts. Similarly -- 

THE CHAIRMAN: Q. What is the year? 19489 
A. 1948. Similarly in 1949, for depreciation of road 
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and amortization of road defence projects the amount 

provided was $130 million, and the depreciation and amorti- 
zation of equipment defence projects was $295 million so that 
the percentage of total depreciation provided for road was 
30.5% and that proportion of total depreciation provided for 
equipment was 69.5%. 


EXAMINATION BY MR. COVERT: (Cont.) 


Q. With respect to those, Mr. Jones, would you say 
that through the years the figures have been somewhat near 
that? 

A. Well, of course, depreciation of road is relatively 
new with us. 

Q. It was 1940, was it not? 

MR. CARSON: 1942, 
THE WITNESS 


1942, I think it was. 

MR. COVERT: Q. Have you checked the figures from 
1942 on to see whether the percentages were somewhat the 
same? 

A. I did not do that this:noon. TI think you will find 
in the earlier years that there was not quite as large a 
percentage on road. That has increased, although with the 
increased amounts of equipment which has been Dought in 
recent years that has tended to keep the equipment 
percentage high also. 

Q. I want you to turn to page 18 of your statement on 
which page you are dealing with the possibility that in some 
respects Canadian National might become the yardstick in rate 
matters, and you say:- 

"Indeed there is a serious question whether 


the Canadian Pacific could remain the standard if 
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the Canadian National were granted the relief 

has requested and is not required to use earnings 

over and above its reduced fixed charges to pay 

a return on its equity capital." 

Why do you say that there is a serious question? 

A. It would seem to me from what I have read of the 
proceedings here and the proceedings before the Board of 
Transport Commissioners, and from what I would judg¢ would 
be the reaction to people reading the newspaper, if it 
were published, that the Canadian National had an appreciable 
surplus from operations during the year, that certainly 
the Board of Transport Commissioners have raised the question 
as to whether the Canadian National shall not be used as a part 
of the yardstick, I think that I am not misquoting Mr. 
O'Donnell, that the Canadian National, while it has not been 
the yardstick, had to be considered. I believe, also, 
that the public, if they were to see one road was to have a 
large surplus, would say, "Why should that surplus be left 
out of consideration in fixing rates?" 

Q. The seriousness then lies in the possibility of the 
Canadian National having a surplus? 

A. That is one phase of it. I also said in this 
Statement that in case there were low earnings and it 
became necessary for the Canadian Pacific to ask for a rate 
increase, it might well be that if the Canadian National 
were just covering their $15 million of net charges that 
they then might not wish to go along with the Canadian Pacific 


on its request for the increase. 


(Page 20504 follows) 
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Q. Now, could we put it this way, that in effect 
what you say is that nobody can perhaps really forecast 
the future, and that there is this possibility, and 
that is what you say mst be guarded against? 

A. Yes, and I think it is both ways. In other 
words, if we have; very favourable situation there would 
be the pressure that rates be reduced, and if we have a 
low level and the C.N.R. just barely meeting the 
$15 million of net charges, then they might not 
wish to go along with the request for increased rates, 

Q. Now, on the same page, page 18, where you are 
dealing with the return of 6-2/3 per cent, which you 
Say in the 20 per cent freight rates case you testified 
was in your opinion the minimum wage necessary to attract 
new equity capital to the enterprise, then you go on to 
Say: 

", . . it seems reasonable to suppose that the 

Canadian National, with its larger system and 

greater gross revenues, should earn at least 

$50 million a year before income tax," 

Now, I just wanted to check with you on that as to how 
you arrive at that figure, Did you say, assuming rates 
were such that they gave the C.P.R. a return of 6-2/3 
per cent, that would give the C.N.R. @ gross at least 
of $50 million? Does that mean $50 million available 
for fixed charges? 

A, No; that $50 million meant -- yes, $50 million 
available for fixed charges, 

Q. Now, could you tell us just roughly how you 
arrived at that figure? 

A, Well, I think it would be rough. From $500 
million of gross revenues of the Canadian National, 
to earn that $500 million would be earning just 10 per 


cent of gross, which would mean an over-all expense 
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ratio of 90 per cent, and it would seem to me that 
there ought to be some -- that that is not out of line, 
to think of a railroad being able to operate ona 90 
per cent expense ratio, I mean, that is one rough way 
of checking the figure of $50 million, 

Q. I think perhaps in the 20 per cent case you went 
through the question of what it would mean in the way of 
raising rates to yield that 6-2/3 per cent to the Can- 
adian Pacific? 

A. Not in the way of specific rate increases, The 
request of the Canadian Pacific -- and I think I am right 
in saying the request of the Canadian Pacific at that 
time to cover their requirements was in the neighbourhood 
of $50 million of requirements, This has been whittled 
down, I believe, by the Board to about $47.5 million, 
but that request was to get $50 million, and I said that 
I thought that request -- if they were even to get that 
request that would not in my opinion be enough to attraet 
equity capital to the venture, In other words, there had 
to be more than the $50 million of requirements that 
they were requesting to the extent of another $16 million 
to improve the position, 

Now, since that time I might say this -- and 
I think you asked me the question this morning, did I 
think that was the same figure -- there has been some 
increase in railroad stock prices in the last year and 
&@ quarter, so that these figures do not come out exactly 
the same, Also, I forget who it was asked me this 
morning as to whether that 6-2/3 -- 

Q. It was Dr. Innis. 

A. Dr. Innis, yes, -- still held, and I think I 
remarked in regard to that that there were recent 


representations by some of the people in the A,A.R. in 
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the United States that they ought to be allowed to earn 
& 5 per cent return, That is the difficulty of getting 
down into the exact argument of whether it should be 


6 or 6-2/3 or 7, 


COMMISSIONER INNIS: Q, Mr, Frawley, as [I 
remember it, argued for 5 per cent; how would that work 
out? 

A. Well, 5 per cent would work out just about what 
the Canadian Pacific requested in the rate case, In 
other words, a 5 per cent on the approximate billion 
dollars of investment was about the $50 million require- 
ment that they asked for, 

Q. What would that leave the Canadian National? 

A, I am afraid that I do not have the figure, 

Dr, Innis, The corresponding figure that had they been 
granted this full 20 per cent -- can T have somebody look 
that up? 

MR, COVERT: Q. I just wanted to find out, 
Mr. Jones, you would not suggest -- I do not think you 
hold out yourself as being an expert to say that freight 
rates can be raised sufficient to enable the Canadian 
Pacific to earn 6-2/3; all you say is that in order to 
sell common stock there should be a return of that? 

A. That is correct; but on the other hand I see 
the situation here as compared with the United States, 
and your increase in rates up in Canada has not been 
equivalent by a considerable degree of what we have 
raised them in the United States, 

Q. Well, there would be different considerations 
that would apply in both countries? 


A. That is right, 
Q. Now, the next thing: you gave an illustration 
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this morning by taking I think 5 per cent on the gross 
receipts of the Canadian National on approximately 

$500 million; you said, well, that is $25 million, and 
then you took 5 per cent on the Canadian Pacific of 
$360 million, and that worked out to $18 million, and 
then you deducted approximately a third from that for 
income tax, which left them about $12 million, and you 
showed that that left them in the position that increases 
gave approximately two dollars to the Canadian National 
a8 compared with one to the Canadian Pacific, Now, I 
think you would be aware that the percentage would not 
apply to the full $500 million? 

A, That is right, I believe I said a straight 
across the board percentage, and it would be different 
in different kinds of rates, You have your fixed rate 
on wheat, and then passenger might not be the same, and -- 

Q. That illustrates, does it, what happens even 
after you take those out? 

A. That is right, because I would imagine that in 
the different classifications of revenue the Canadian 
National has larger revenues more or less in the same 
different classifications, 

Q. Now, on that same page, at the very last part 
of the paragraph, about six lines from the bottom of 
the middle paragraph, you say: 

"Even if the Canadian Pacific were still 
the yardstick for rate matters it is hard to 
believe that if such a sum were to accrue each 
year to the Canadian National, there would not be 
a@ strong demand from many people for lower rates, 
or even a demand that the Canadian Pacific no 
longer remain the yardstick," 


Now, I wanted to know if you had given any consideration 
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as to what in your Opinion the Canadian National should 
be allowed to keep by way of surplus? 

A. Well, I do not think that I ever tried to reduce 
that to a figure, but I think that possibly the example 
of some of our reorganizations in the United States might 
be considered up here, and that is, that a certain amount 
be allowed as a capital fund and that then after that 
there be income bonds, which would be given to provide 
for a return, in this case to the Government after the 
prior allocation of a sum for additions and betterments, 
and those figures in the United States, I think those 
capital funds vary somewhere in between 1-1/2 and 4-1/2 
per cent. At a 3 per cent figure for the Canadian 
National that would be about a $15 million capital 
fund which they would be allowed to take, anu would be 
counted before figuring any income available for income 
bond interest, 

Q. Now, just one more question, On page 20 in the 
last paragraph you say: 

"If the wage required to be paid on Canadian 

National capital is reduced to approximately 

$15 million, which is only some 3 per cent of its 

Sross revenues and only about 1 per cent of the 

capital invested in the enterprise, my firm 

opinion is that the Canadian Pacific would be put 

in a disastrous position and great disservice would 

result to the people of Canada," 

Now, I just wanted to make sure that I found out how you 
arrived at those calculations, You have taken 3 per cent 
of approximately $500 million, which is -- 

A. Three per cent of gross, 

Q. Approximately the gross for the last year? 


A. Yes, 
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Q. That gives you your $15 million; and your one 
per cent -- what have you done? Taken about a billion 
and a half? 

A. Well, there you get into the realm that we were 
talking about possibly this morning, as to how much 
depreciation or write-down might be made in the assets 
in reduction of the net property account, It is some 
$2 billion now, If the figure is $2 billion without any 
change it comes out at three-quarters of one per cent, 
If they were revalued at Some figure as low as a billion 
and a half -- and I do not Say that that is the right 
figure -- it would be one per cent, so that it is some- 
where in the neighbourhood of Somewhere between three- 
quarters of a per cent and one per cent, 

Q. Now, Mr, Jones, you have read, I presume, the 
Canadian National submission in this matter? 

A. Yes, 

Q@. And I think they say that this does not cost 
the Government anything -- that is, their proposal to 
recapitalize? 

A. I did not recall that exact statement, and I 
do not know -- 

THE CHAIRMAN: Mr, Covert, could you give us that 
reference, so that we may see the context of it? 

MR. COVERT: I think in the brief, in the sub- 
mission itself, which did not contain the proposal about 
the $300 million, Mr, Chairman -- 

THE CHAIRMAN: You are referring to the volume? 

MR. COVERT: Yes, 

THE CHAIRMAN: Whereabouts is it in that? 

MR, COVERT: I am just trying to find it. on 
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"The adjustment proposed would not cost the 
Government any money. AS the sole shareholder any 
g&in or loss is for account of the Government," 

A. Well, the immediate cost is expressed in the 
fact that there is $760 million of what is now classified 
by the Canadian Government as an active asset, I presume 
taken from the field of active assets, Now, it is con- 
celvable that that would not be done, and that an 
equivalent amount of equity would be considered as an 
active asset, I would think that that woulda only follow, 
that they could change this from debt to equity and still 
continue it as an active asset if there was a return 
being paid on that. In other words, the immediate cost 
to the taxpayer of canada, as I see it, is providing for 
an increase in debt as far as the $760 million, in the 
net debt of the Government of Canada, of $760 million, 
and providing for the interest on that, 

Similarly, as far as the $300 million is con- 

cerned, the Government of Canada and the taxpayer has 
to pay or has to provide $9 million a year, so there is 
an immediate cost, Well, you might say, or it might be 
argued, well, there is not any cost, because the Govern- 
ment of Canada is not receiving the interest on that 
$760 million anyway, they are having to provide the 
money to pay themselves the interest, That is where DY 
think again we get into this position vis-a-vis the 
Canadian Pacific, where the Canadian Pacific must earn 
on its equity, and where, as has been expressed up here 
before, it is reasonable to think that there should be 
Some return on the equity that the Government has, so 
that unless the situation is so remedied here that the 
railways can earn a rate of return on that equity 


capital for the Government, then the burden of carrying 


het Ah 


’ ‘ AMEE 
avo» “Aer aad 


z ates a * pt “ or ae) ic 
eri fe ‘ 
Cm 
See Boe ee 
. ’ + aa ~" 
tee et, a vw 5, a es fea a ry } 
ay Aw ? 2 
£ ; a J 
: fi a + ite aed 
if a+ Kal : 


i 4 nee + et * 
wy : ¢ Bee Yass ‘ 


# tl ie ee 
. rt . . 
[ ae so ty ee ret cit a Ye wae «a es = % 
4 Ha Se aie Lai pen Le , a ae oes ’ ' s 
* . ‘ box ~ 
oe wee : - 4 “ 
c * 
- ibe core bart a ty 
coh) tetas ose Lge Bara i eee aks 
a ise ‘ bot ea jae . 4 ‘ 
ae * — 4 ae « . fe C3 5 a ‘re 
Sh ke - 
+ ‘ 
aes ia 
Bile | asictcos Sek ila ar eae oth teed EUS 
A) at aha a % lars ie Sai ae * : 2 
ie = hh ; ~ * 
r 
i. a t x Srsssies.. tis 
Salas ie ey eeernt 0 ao side Wink eae % 
wk Se h oe Ee - 
rh 


: eh sera. 2 aren 
Pe, Ps A Beate. iy A ee 
ca a es fs SES aT ee Ee oh 
hg) ee + “4 $ 3 . 
ae os ro 
an et ee * < 
7 % ¢ WRRS ar ed } 3) “@) 
‘6 
! the . nC Reet th = fee at 
' Hare ‘ Ws iy i i adait sy Be es Cra ‘ e% a ’ 
‘ 2 * : fiat i ai L 
fas oe ee 
o i Fn oth yD iene ma sea a ies? AP wah EE 
4 q x : 3 cs : 
Ren ee amas ee Ses : ees : aie AP ote , 
re Perr 
. Ce eee 5 
zs means ee ae Sy Cas cee pe ci ee ess ates 
yy gabe (ct ook eet aes a Peak ek & e r TF 4 »*WOSs 


PRE ce 

<P: ey =e ‘ ig 

~ : ; = . 
p>) , : 
& t ” 

= Aa cap Dre Bin ae 

at i cee i ane el a 
J - -~« 


; Pet Aan at at ra erie g 
she BRE ee ds. By sieity gt 3"y ann “ 


ee eee, ie POR Same fe 2 ae fe A Pere 
1 lee eae cage! sane - 


- 20511 - Mr. Northey Jones 


the traffic is shifted from the shipper’ to the taxpayer, 
Now, that is shifting it from one class to another class, 
and they are the same people in many instances, 

Q. Let us forget the $300 million for the moment and 
take the original proposal, The Canadian Netional does 
Suggest that this does not cost the Government any money, 
I suppose that is a fair argument, Mr, Jones, if you say 
that since the Government owns the entire Canadian National 
what they take out of one pocket they put in the other, 
and if that were so, and if it had the desirable effect of 
improving the morale of the Canadian National employees 
and perhaps enabling them more efficiently to operate the 
railroad, then if it had no adverse effect on the Canadian 
Pacific would you not say that that would be a Simple and 
effective manner of improving the morale and harming no 
one? Now, I put that provision in -- if the Canadian 
Pacific were protected, 

A. Well, if I were shooting at a target I woulda 
rather have a target of a little more than $15 million, 

I believe, 

Q. Well, then, you are getting down to the question 
of whether or not there is sufficient interest require- 
ments left to give them a real target to shoot at? 

A, That is right; and when I get into that, that 
is awfully hard to say, just where the dividing line 
lies, and when I said that I did not give you a fair 
answer, I am sorry, because you said leaving out the 
$300 million and the $9 million, 

Q. That is right, 

A. And if you left that out it would be $24 million 
or $25 million. 


Q. Yes, 
A. So that you are in the range of where something 
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might be done about the 4760 million, 

Q. AS I say, if it does not cost the Government 
anything, and if the Canadian pacific could be protected, 
would you not think that this might be a good thing to do? 

A, Leaving out the $300 millions? 

Q. Yes, 

A. Yes, 

Q. Then as far as you are concerned, on that basis 
the only problem would be any protection that would be 
required to the Canadian Pacific? 

A. That is correct, 

Q. And you say, I suppose, that they are entitled 
to that protection so long as it is the policy in this 
country that there should be a private enterprise running 
&@ railroad? 

A. Yes, 

Q. That is all, thank you, 


CROSS-EXAMINED BY MR, MacPHERSON: 

Q. Mr. Northey Jones, in giving your evidence I 
understand that your purpose is first to express your 
opinion against the proposed recapitalization plan of 
the Canadian National? 

A. Mr. MacPherson, I would say that it is not 
quite as straight opposed to the recapitalization plan; 
it is opposed to the recapitalization plan without 
adequate protection for the Canadian Pacific, 

Q. Well, I am talking of the plan as we have it; 
the plan as submitted by the Canadian National is the 
plan that you fear is dangerous to the Canadian Pacific? 

A. That is so, 

Q. But then you go further in your submission and 


you give what in your opinion the earning power of the 
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C.P.R. Should be in order that it be, to use your words, 
& strong, healthy and dynamic transportation agency? 

a 28 5 

Q. Now, I am one of these people to whom Dr, Angus 
referred, who is a bit disturbed at the idea of higher 
freight rates, as you will remember from @ year ago, 

Mr, Northey Jones, You make it clear, I think, in your 
Submission that rail revenue Should earn certain money 
So far as the C2nadian Pacific is concerned? 

A. Yes, 

Q. And in the last analysis rail revenues mean 
freight rates,what comes from freight rates? 

A, Not altogether, I mean, there are savings that 
can be made, It is not purely a question of rates; it 
1s a question of efficiencies -- 

Q. Well, these efficiencies enter into operating 
expenses, into what I think the Canadian Pacific called 
working expenses? 

A. That is right, 

Q. That is where that comes in? 

A, Right, 

Q. But in the last analysis, as you know, there is 
no money made, or so the C,P.R. tells us, on passengers? 
A. I believe that to be the case in the United 

States, and I understand it to be here in Canada, 

Q. So that it is the revenue from freight in the 
last analysis that is going to furnish your earning 
power? 

A. That is right, 

Q. Now, you tell us in your submission at page 7 
of an inspection trip you had made over the Atlantic 


Coast Line recently; actually you have made 
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no inspection trip over the Canadian pacific? 

A. That is correct; I have not, I have ridden over 
it, but not in a business car and having explained to me 
all the -- 

Q. It was a pleasure trip and not a business trip? 

A, That is correct, 

Q. That would be right, Mr, Northey Joneso 

A. That is right, 


MR. EVANS: Always a pleasure to ride on the 


MR, MacPHERSON: Yes, and sometimes on the 
Canadian National, too, 
MR, O'DONNELL: He has not inspected the G.NeRa, 
either, 
MR. MacPHERSON; Q. Have you inspected the 
Canadian National? 
A. No, I have not, 
Q. And have you ever ridden for pleasure on the 
Canadian National? 
A, “Yee, I have, 
THE CHAIRMAN: Q. Did you get the pleasure? 
A. Yes, TI did, 
MR. MacPHERSON: Q. To whet extent are you 
familiar with the Canadian National as a system? 
A. Well, I would say that I have studied the 
annual reports, read the annual reports, if you will, 
as they came out; I have talked with the Canadian National 
people in respect of these figures that we put in the 
registration statements for the S.E.C. About two months 
ago I think Mr, Cowie of the Canadian National came into 
my office to talk about a problem which he has in respect 
of the Chicago and Western Indiana, It is a terminal 
company in Chicago which is owned by five railroads of 
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which the Grand Trunk was one of the owners, It is the 
C.N.R.'s entrance into Chicago, and they have a $50 million 
bond issue maturing in 1952, and they are trying to figure 
out -- my knowledge is not of every section of the Canadian 
National, but there are problems that come up like that 

one which have come to my attention, 

Q. Mr. Jones, speaking for a moment on this regis- 
tration, actually, having regard to the fact that Canada 
a8 a nation was on the note - 

iy RE, 

Q. -- you were not as much concerned with the 
capital structure of the Canadian National system as 
otherwise you might be? 

A, That is correct, 

Q. That is quite correct, And consequently you 
probably did not inquire and probably you have not been 
told of the certain uneconomic lines that have to be 
carried in the capital structure of the Canadian National? 

A. Well, I would say that back in the thirties when 
we were preparing these registration statements T talked 
for days about two big problems, One was wheat, and one 
was the C.N.R., and those were both factors, As to the 
wheat, I would say that the drought and the bad position 
of the Prairie Provinces was the biggest single factor 
that would worry an investor about buying Canadian 
Government bonds at that time, and had to do with a 
difference in the price probably that the bonds sold for 
as a result of the unfortunate position of the Prairie 
Provinces, 

Q. Now, Mr, Jones, just a minute on wheat, It 
was not only the question of drought, but it was the 
question of price for wheat in world markets once the 


wheat was produced there? 
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A. That is right, and that got into the wheat 
policy and the purchasing by the wheat Board, 

Q. Now, just on that point of the Canadian National, 
what you know of it, do you know anything of the 
Newfoundland Railway? 

A. I have ridden from St. John's to port au Basques 
over it, and that was not a pleasure, Mr, MacPherson, 

Q. So you would be quite prepared to consider that 
that would be a non-earning line? 

A. Ido not see how it could earn money, 

Q. Now, you have never been on the Halifax and 
Southwestern, have you? 

A. No, I do not know that, 

Q. Have you ever been on the Temiscouata? 

A, Noy 

Q. Have you been on the Grand Trunk Pacific from 
Nakina to Quebec, we will say, which is quite a long 
distance? 

A. No, I have not, 

Q. On the Grand Trunk pacific from Red pass 
Junction to Prince Rupert? 

Ay No. 

Q. I suggest to you that these are all uneconomic 
branches of the Canadian National and that & burden has 
to be borne by the Canadian National treasury in respect 
of the operation of these lines. You will realize there 
are a number of such lines? 

A. Well, there are -- from the statistics that I 
have seen I would imagine that there are a number of 
Such lines, but I could not of my knowledge, because 
I have not seen them, say I thought that these Specific 
lines which you have mentioned are uneconomic, I mean, 


I have heard it argued that the line to Prince Rupert 
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may not be, but that is another question, 

Q. Mr. Northey Jones, when you came up here a year 
ago giving evidence on the rate case you found that the 
Canadian Pacific was being taken as the yardstick? 

A. That is correct, 

Q. And you know that it was argued that the Canadian 
Pacific should be taken as the yardstick because of the 
hopeless capital structure of the Canadian National? 

A, I did not remember the wora "hopeless" being 
used, 

Q. Well, some other adjective will do, You knew 
that was the basis for the Canadian Pacific being taken 
as the yardstick, because of the capital structure of 
the Canadian National? 

A. On @ requirements basis that was being used, 
that that was the reason, 

Q. And yet it never occurred to you to consider 
what by way of rearrangement should be made in the 
capital structure of the Canadian National? 

A, Well, as I understood it at that time, and 
when I came up to testify a year and a quarter ago, 

So to speak, the rules of the game were set, and it 

was not in my province to try to argue with the Board 

of Transport Commissioners that the rules which they 
had set down -- here I was, an outlander from the United 


States -- that they should change their rules, 


Q. Now, I appreciate very much your attitude in 
that regard, Mr. Northey Jones, but may I Suggest this 
to you, that in your submission here today you have 
indicated that, looking at the situation of the 
C.P.R., you would be worried about the C.N.R. with 
earnings of $50 million, as you said just a little 


while ago. Now, is there any point at which you would 
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not be worried? Yoy would be worried if the earnings 


of the Canadian National were $50 million, with this 


A. With that Scheme, 

me You. Now, is there any potnt -- would it be 
forty, thirty, twenty, ten million dollars, at which you 
would cease to have any fear? 

A. I would not have the fear even with the larger 
figures if, for instance, the Situation were to exist 
with the Canadian National that exists with a number of 
Our reorganized railways, where, as [I Said, there Was a 
capital fund of Some reasonable amount, figured Out about 


What it should be, that that would be allowed to be 


Q. No; what I am getting at is, you have Suggested 
$50 million as a figure that would worry you? 

A. That is correct, 

Q. What ig the minimum figure that would worry you? 

A, Well, if it Sets down in a minimum figure [I 


requirements, and in going and asking the Board for an 
increase in rates, that the Canadian National may not go 
along with them on it, and you get into a position where 
it would be unlikely that the rates would be increased, 
Q. Well, it is S0ing to be difficult to relieve you 


Bs eas a ae 


: egiat so egnd £5. oo DS sce Luaee 
PD 
| Lege i atte Tar oxbalt 


ie i: CRE Ke 
nove wast eee 


» kat 3 4 , 
Hf Sivek athe SIR) Home 
: i t r r : t Pat s “% om. weet 
| big 138 : veong, HORT BUILS rf 
, 4 eg chain A4ty, APRESS BU ea 
o we canter! 248 Se G9 etwas 


wnife acd iM AT, are 


J 
ieee cer Saas % 8G fer we Peed 
ohosmh Gr Leos Z 
eee grerest s 2) Re ie Piigah oF 
icp? eae ECE Seen Da 
aipaeitead sad. Qin Rt bin ae 
) eid pets Se EE ct vas 
oe smears alan Suen) ieee AP SUSE 


| ; ‘par Eig Fark i 
J > 

ee Vas . «oe > a ha * 
p oar SSPE tye Ba rsa io Gee o: peer 
sperner er ts rhe wi 2a ¢ 
Ses vei SP SSCL 

ut  bidecenere pe 

ee ae DL Te Seo ACE Ae ieee s: 


= a + fe pee ae 
eve gue gory SSS oy 
ae repr gly gt epgnamce it afer 
3 Oo 38 ‘fe be ie 
: Seon > ay en aoe 
aE e's! VE = a ie | 


. uJ on . at asf 
seg ontis Ts ep DLP ae oe | 
awk fea + _ pe 
apey ahd 1 See oo 


6h .aERS yes! 


nt Geared ee tea! 


Io HaPRRRS BAP Pe se 
Fj, LIU Leste Bae pit 


SASS 


a $eGR wee 

" Boy Bi: sin fhe : es Ny 4 eae? 
a tne gE Gee 
snteok eeipeaey wer 


- 20519 - Mr. Northey Jones, cr-ex 


of worry, then, Mr. Northey Jones. 

A. Iam afraid. 

Q. Now, you refer on page 15 of your submission to 
the investments of insurance companies. Actually these 
figures of your own show that the Canadian insurance 
companies have more money invested in railway securities 
today than they had in 19299 

A. Yes, 

Q. $4 million more. 

A. The $4 million more, that of course is a very 
Small figure, though, a half of one per.cent’ of their 
total assets, 

Q. Now, Mr. Northey Jones, how much financing has 
the Canadian Pacific done in a public way in the last 
twenty years? 

A. Well, in the last twenty years I would have to 
look it up, but I mean it has not been -- 

Q. I suggest to you that apart from equipment trusts 
the Canadian Pacific has done no financing? 

A. Well -- 

Q. Apart from the $20 million. 

A. Well, then there have been some other collateral 
issues also. 

Q. Well, I mean collateral trust issues. 

A. Well, that is a way of raising money. 

Q@. Do the insurance companies in this country buy 
these? 

A. Yes. 

Q. To your knowledge? 

A. Oh, yes. 

Q. In Canada? 

A. Well, I do not think they have bought very many. 


The record here shows they have not bought very many, but 
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it is a good type of Security; they are secured by 
Canadian Pacific perpetual debenture 4g and the dif- 
ference between -- 

Q. I know how they are secured. I am only asking 
you -- 

THE CHAIRMAN: Q. Would you please complete 
that, Mr. Northey Jones? 

A. I say they are a good type of Security. The 
collateral are Canadian Pacific perpetual debenture 4's, 
and by buying these collateral trust bonds they obtain a 
bond which has a definite maturity, and in their invest- 
ment policy they like to have that rather than buying a 
perpetual bond which is Subject to more fluctuation. 

MR. MacPHERSON: Q. Do you know whether or not, 
as a matter of fact, these equipment trust Obligations are 
purchased in Canada by the insurance companies? 

A. I think not’ to any large extent; I do not know, 
as a matter of fact. 

Q. I think not. As a matter of fact, the Canadian 
Pacific, apart from their equipment trust Obligations -- 

A. That is right. 

Q. -- have, I Suggest to you, in the last twenty 
years had no security offered to the public at all, 

A. Equipment trust and collateral trust issues? 

Q. Yes, 

MR. COVERT: Mr. Chairman, it seems to me, it 
nay, be clear that they are not talking about two dif- 
ferent things. I think Mr. Jones is talking about 
collateral trusts, and my friend is talking about equip- 
ment trusts. 

THE WITNESS: Maybe, my lord, I might explain 
that. To finance the cost of the purchase of new equip- 


ment there are securities sold which are called equipment 
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trust certificates. These are sold under different plans, 
in which the title may rest in a trustee, and the railroad 
using them pay rent in the form of interest and principal 
payments, and when the principal payments have equalled 

the total principal amount of the debt the title then passes 
from the trustee to the railway. 

THE CHAIRMAN: Q. The title of the implement? 

A. Yes, the title to the cars or the engines or 
whatever they are. A collateral trust obligation, on the 
other hand, is an obligation which a railroad sells and 
then pledges underneath that certain other securities or 
stocks, bonds or securities, as a collateral pledge. Now, 
the Canadian Pacific in addition to the equipment trusts 
that they have sold in recent years, have sold some issues 
of collateral trust bonds, where the collateral has been 
another bond of the Canadian Pacific Railway, the perpetual 
4 per cent debentures. 

MR. MacPHERSON: Q. Mr. Northey Jones, you have 
on page 13 set out in the last four years that there was 
$32 million by the Canadian Pacific in 1946, and $37 million 
in 19489 

A. Those were all equipment trusts. 

Q. These are lien agreements and that sort of thing? 

A. That is right. 

Q. And do you know when the last collateral issue 
was? 

A. Well, the last collateral trust issue was this 
recent one of the 3-1/8 a month ago. 

Q. And that was the first new money that was taken, 
that was obtained; anything else that was done by way 
of collateral trust would be by way of financing existing -- 


A. Refunding. 
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- Refunding? 
- Yes, refunding. 
Refunding existing obligations? 


That has been true since 1941. 


Re ee Se) oe 


And of this $20 million that was sold recently, 
these 3-1/8ths, with the feature that they might be con- 
verted to common stock -- do you know how much of that was 
taken up by the life insurance companies, if any? 

A. No, I do not know that. 

Q. You do not know? 

A. No. 

Q@. Now we come to a part of your submission that TI am 
particularly interested any and: that’) 1acat page 18. On 
page 18 you say this, Mr, Northey Jones: 

"If the Canadian Pacific is to remain the standard 
in rate matters, and rates are set so that Canadian 
Pacific could earn after income tax an amount some- 
where between the $47,500,000 requirement set forth 
in the February 28, 1950, judgment of the Board eT 
Transport Commissioners, or a return of 4-3/4 per 
cent on the approximate billion dollars of capital 
invested in the railway enterprise, and the 
$66,600,000, a return of 6-2/3 per cent, which in 
the 20 per cent Freight Rate Case I testified was in 
my opinion the minimum wage necessary to attract new 
equity capital to the enterprise, " 
and so on. Now, there you say that a figure somewhere be- 
tween $47,500,000 and $66,600,000 -- what would that figure 
be, in your opinion? 
A. Well, in answer to similar questions I said that 
that would -- if you look at it from one point of view it 
may be one figure, but if you look at it from another point 


of view it may be another figure. In my approach to it a 
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year and a quarter ago and in my approach to it now, as 
an investment banker, I look at it as what is the figure 
which is necessary to attract capital; and capital, as I 
pointed out a year and a quarter ago, in proportion, a 
certain proportion of debt and a certain proportion of 
equity capital. And, as I think I Stated earlier this 
afternoon, there has been some change in the security 
market, so that the figure that I Suggested of 6-2/3 

a year and a quarter ago may be Slightly different from 
that today. 

Q. Well, how slightly? You see, this difference 
between $47,500,000 and $66,600,000 must be made up on 
your theory from rail revenue; that is right? 

A. Net rail revenue. 

Q@. Net rail revenue? 

A, ORES s 

Q. And that comes, as I suggest to you, in the last 
analysis from freight? 

A. You may remember, Mr. MacPherson, that I said that 
there were a number of ways that that could be corrected, 
the net, and one of them is by lowering the operating 
ratio or the total expmse ratio, and one of the ways of 
lowering the total expense ratio is -- and this is a 
Shining example of it -- dieselization. I cited an 
example of the Atlantic Coast Line where they by the 

expenditure of some $26 million saved something in the 


neighbourhood of $7 million a year. 


(Page 20530 follows) 
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Q. Can you tell me what figure you would put? You 

Say somewhere between $47.5 million and $66.6 million. 

What would be the figure -- it ig $19 mibdion coming out 

of freight -- what figure, in your opinion, would you suggest 
today? 

A. Well, I would Say -- this is on the basis purely 
of being able to attract equity capital, a figure somewhere 
between 6 and 6 2/3%, or let us say, if you want to split 
the difference with me, $63 million. 

Q. That is the figure you gave us today. I want to 
refer to the evidence you gave a year and a quarter ago, and 
I would like to file this as Exhibit 274, Exhibit 49-67 
which was an exhibit you filed yourself in the 20 Pere -nt 
Case. 


GAIL Geek es cis s+++3 Computation of earnings 


necessary to improve credit s 
Standing of Canadian Pacific 
Railway. 


Q. This is your exhibit, filed by you, Mr. Jones, 
in the 20 Percent case, and it represented your conclusions 
and your suggestions in respect to the Canadian Pacific 
Railway and its capitalization; that is right? 

A. That is right. 

Q. And you had there a theoretical capitalization 
at the bottom of the page which provided for a funded 
debt of $310 million, preference stock of (1/6) $155 
million, with a rate of earning of 5%? 

COMMISSIONER INNIS: Is there any prospect of 
the Commission having a look at this? 
MR. MacPhERSON: I thought you had it, my lord. 
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Q. You had there a funded debt of 1/3 or $310 
million with a rate of earning of 4%; preference stock of 
$155 million with a rate of earning of 5% and ordinary 
stock of $465 million with a rate of earning of 10%? 

That is right. 
That was your suggestion? 


Yes. 


sae 


On the preference stock there you put the rate of 
earning at 5%, whereas the preference stock today with the 
Canadian Pacific is being paid 4%? 

A. I do not believe, Mr. MacPherson, that it sells 
on that basis. I am sorry to say that I haven't got the 
London market figures with me, but I believe it sells not 
to yield 4% but to yield more than that. In other words, 
the stock sells at a discount. 

Q. That is why you have the rate of earning set at 
52? 

A. That is right. At that time it was selling around 
80, I believe. 

Q. But it carries a 4% guaranteed paymeat? 

A. Not guaranteed. 

Q. Well, not guaranteed; 4% is what it carried, 
and even that was not paid. 

A.» That is right. 

Q. At page 2578 of your evidence in the 20 Percent 
Case, you were asked by Mr. Carson: 

"So you think that the Canadian Pacific 
could sell its ordinary stock at $25 a share -- 

:3 that right -- assuming the conditions to 


which you refer? 


A. Assuming an improvement in the credit 
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position of the Canadian Pacific, and a re- 

establishment of that confidence of investors, 

I believe, that if you could have sustained 

earnings for a number of years --~ I cannot be 

exactly sure of how many, but a number of years -- 

that you could get again a position of the 

Canadian Pacific, if it could earn 10% on its 

$25 par value, it could again sell Stock, if 

1t could earn 10% from its railway operations 

on its par value of $25, that it could again 

sell at $25," 

That is what you said? 

A. Yes. 

Q. And you agree with that now? 

A. Yes. One year and a quarter has gone by. The 
Stock has increased in price during the year. I think there 
has been some more confidssnce in the situation; I mean, the 
lack of confidence which existed prior to the determination 
of the rate question -- the lag between the granting of the 
rate increases and the granting of the wage increases and 
the increase in material costs was such that it was having 
an impact to drive the price. down. 

Q. Well, there were other impacts. The Canadian 
Pacific Railway is a corporation after all, and the 
Canadian Pacific has such things as oil rights, and millions 
of acres of land in Western Canada. That is right too, 
len't it? 

A. Yes. Last year you asked me whether they did not 
have a million acres of oil lands. They have millions of 
acres of land some of which may have oil. 


Q. Mineral rights, yes. Now, on page 2579, the second 
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paragraph you say:- 

"To market a stock Successfully at a given 
price -- and let us take par for the Canadian 
Pacific at $25 -- it has to be selling in the 
market for more than par. Because it has been 
the experience in our markets that, to ensure 
the success of a large onblock of new shares 
of a new company, those shares had to be offered 
at a discount of somewhere between 15 to 25% under 
the then existing market." 

MR. CARSON: Will you read the whole answer, Mr. 

MacPherson? 

MR. MacPHERSON: JI read his whole answer. 

MR. CARSON: You will see what I mean when I 
show you. 

MR. MacPHERSON: I will start at the bottom of 
page 2578. There is no part that I do not want to read, 
because Mr. Northey Jones was very definite and very 
Specific and I will read the whole Question and answer. 

THE CHAIRMAN: Read what is pertinent to the 
question, that is all. 

MR. MacPHERSON: Yes. Mr. Priest asked him -- 
I am sorry that I said before that it was Mr. Carson -- 

"Q. I am sure that the Board would be 
interested in your opinion as to the effect of 
the non-railway earnings of the Canadian Pacific 
upon its ability to sell common stock, ordinary 
stock. 

A. The reason why I am bolstered in my 
Opinion is that if the railway could earn 10% 


on the par value of these shares, that stock 
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could be marketed at $25 because there is that 
cushion of non-railway earnings. 
To market a stock Successfully at a given 
price -- and let us take par for the Canadian 
Pacific at $25 -- it has to be selling in the 
market for more than par. Because it has been 
the experience in our markets that, to ensure 
the success of a large block of new shares of a 
new company, those shares had to be offered at 
a discount of somewhere between 15 to 25% 
under the then existing market. Now, that is 
due to two things. One is just the market 
pressure of all those additional shares." | 
Then, you would agree with that today, Mr. Northey Jones? 

A. I would say that in our markets in the United 
States, the discount that I mentioned as being 15 to 25% has 
lessened. 

Q. How much should it be today? 

A. It would depend upon the amount of the stock 
and the weight of the offering, but there have been a 
number of successful issues where the discount was from 
10 to 15%. 

Q. On page 2582 this question was asked you by Mr. 
Priest:- 

"Q. What is your over-all figure? 

A. So that over-all figure I get by 
adding the $12 million four to $7,750,000 of 
the $46,500,000, which gives an over-all figure 
of $66,650,000 or 7.17% on the $930,000,000 
of capital security." 


That is the same figure that is on here? Is that not right? 
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A. Yes, that is the same figure but the 7.17% refers 
to the $930 million of capital security -- 
Q. I will make that clear, 

I am only tying that figure up with Exhibit 49-67, 
wh is now Exhibit 274, and the $66,650,000 which you mention 
at that point in your evidence, is the same Sum which is on 
the bottom and it is 7.17% on the $930,000,000, the 
theoretical/eapitali zation, 

A. The theoretical capitalization, but leaving out 
of consideration that there is approximately a billion dollars 
So that over and above that capital structure that you see 
there that theoretical capital structure of funded 
debt, preference stock and ordinary stock totalling $930 
million, to balance the account, you would have a $70 
million surplus. 

Q. Take the next question:- 

"What return would that be on the net 
investment in the railway enterprise as shown 
by Exhibit (49) -49¢ 

A. Exhibit (49)-49 shows net railway 

assets of $1,066,650,000; approximately 6 2/3% 

on this billion dollars of book value of railway 

assets, as shown by the balance sheet in Exhibit 

(49)-49." 

A. May I interrupt there? There was an error in the 
record there. That should read:- 

"Exhibit (49)-49 shows the net railway 

assets of approximately $1 billion and $66,650, 000 

1S approximately 6 2/3% on this billion dollars 

of book value." 


Q. That probably is right, $1.1 billion, and at the 
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* 


Same time as you will remember, at the hearing in the 20 
Percent Case, we rejected Exhibit (49)-49 for a rate base 
the same way we do now, but you are assuming it here as 
@ proper basis? 
BromThat ts rights 
Q. The $1,100,000,000 which we opposed and which the 
Board of Transport Commissioners did not accept as a rate 
base. You know that they did not accept it? 
A. Yes. They said there would have to be further 
study. 
Q. But, here igs the important question:- 
"What have you to Say as to whether these 
are minimum or maximum figures? 
A. These figures are, in my opinion, the 
minimum of the wages which would be necessary 
to attrect new capital into the enterprise. As 
I stated, even these figures would not today 
attract that capital in the case of the 
preference and ordinary shares. And some 
allowance has to be made also for the cost of 
financing. But we do have, in the Canadian 
Pacific, some marginal cushion in these Other 
Income figures to provide a cushion to help in 
arriving at a position where we can sell these 
ordinary shares on a 10% basis." 
Then the next question:- 
"Did your figure for the common stock 
take into consideration the market pressure to 
which you, referred a few moments ago? 
A. It did not in itself take into con- 


Sideration the market pressure. I believe that 
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in order to attract capital into a rail venture, 

that risk capital -- as to any competition in 

risk capital in other businesses, has to give 

10%, or such risk capital will not beavailable 

from the rail earnings in and of themselves." 
Then you go on over on the next page:- 

"But this effect of market pressure is: 

partially offset -- or should be offset in the 

case of the Canadian Pacific -- by the fact 

that there is Other Income coming from other 

sources. So that, on a corporate basis, the 

earnings would be enough to provide a price 

higher than $25 if 10% can be earned from the 

railroad on the ordinary shares, and some thing 

else from the outside sources. Then the day when 

the stock will again sell at $25 is nearer." 
That is to say, you were convinced then and I take it you are 
convinced now, that there has to be 10% produced from rail 
earnings and rail earnings 2lone apart from Other Income 
before the stock can reach $25, and then it would have 
to remain at that for a few years, probably, before you 
could dispose of any common stock? 


THE CHAIRMAN: We will take a few minutes recess. 


...-RECESS 


(Page 20537 follows) 
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answer on the same page 2578 that Mr. MacPherson read 
from. 

THE WITNESS: Furthermore, may I ask this: You 
say, have I changed my opinion at all? Well, I gave my 
Opinion then a year ago as to what the Situation was then, 
and it is possible that that figure of 10 per cent today 
might be reduced to 9 per cent; that would make a dif- 
ference in these figures of $4,650,000. $4,650,000 sub- 
tracted from the $66,600,000 would give a figure of 
$62 million in comparison with the figure that I agreed 
with you that might be considered within the realm of 
reason of $63 million a few minutes ago. 

MR. MacPHERSON: Q. Now, Mr. Northey Jones, 
will you come back to the question and sec if you can 
answer it, or,if you feel you want to answer it; the 
question that I asked you in the first place? 

A. Whether my opinion was the same now as it was 
then? 

Q. Yes. 

A. I would say that my opinion was Subject to some 
adjustment because of the change in market conditions now. 

Q. And that is the only change you would give in 
the opinion you gave a year and a quarter ago and that I 
read into the record? 

A. You get me tied down to the only change -- 

Q. Well, I mean you qualify it as you will; you 
are the witness. 

A. I would say that I would think that for the 
Canadian Pacific -- I mean, this is subject again to 
the conditions that would exist as to the other income. 
Certainly if the other income were to take a terrific 
Spurt, then the stock would sell at $25 more quickly. 
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price of Canadian Pacific stock is due to the idea that 
people have that there is oil in some of those acres out 
there. 

Q. I would not be surprised. Now, just on that 
$153 billion, in your submission here today you figure on 
a basis of $1.1 billion? 

A. I have used approximately a billion here. 

Q. Approximately a billion? 

A. That is right, 

Q. And you do that because of this exhibit 4g-4o? 

A. That is correct. 

Q. That is right. And you know the Objection that 
was taken by the provinces to that being the base? 

A. I knew that they did take objection. 

Q. Are you familiar with this? Are you familiar 
with the case Ex Parte 162, Mr. Northey Jones? 

A. Well, I am cognizant of the case and some of 
the -- I have not read the whole record in the case. 

Q. Well, I will read this and see if you remember 
this as being part of the decision from the Interstate 
Commerce Commission. This is from Ex Parte 162, at 
page 723 -- it is not the report that I have it from; 

I will give you the citation; I have not got it here, 
This is the Interstate Commerce Commission: 
"AS we said in St. Paul and Puget Sound 

Accounts, 29 I.C.C. 508-509, 'All students of 

railroad economics are well aware of the fact 

that prior to 1907, when the Commission was given 

real power to control such matters, the accounts 

of carriers in many cases were influenced more by 

other considerations than by a desire to reflect 

the actual facts.' And in our Annual Report to 
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fact that no court, no commission or accountant or 
financial writer would for a moment consider that the 
present balance sheet statement spurporting to give 
the cost of property suggests even in a remote degree 
a reliable measure either of the money invested or of 
present value.' Since adoption and use of the pre- 
Scribed uniform system of accounts the force of 

these criticisms has been lessened, particularly as 
to property acquired or constructed after 1907, but 
as to the older portions of the railroad the 


criticism remains valid to a considerable degree," 
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THE CHAIRMAN: TI om Just wondering where we ere 
getting to, Mr, MacPherson, You seem to be going over 
Some things that were done before the Board, 

MR MACPHERSON: Well, I am leaving that right now. 
This witness, my lord, has taken is 6 2/3 on the basis 
of the $1.1 billion, 

THE CHAIRMAN: Yes, but, after all, is not the 
Gist of that Paragraph to this effect, that on the basis 
that the Board thought was 4 proper figure for requirem nts, 
6 47,500,000 , certain rates were set? Now, he says, if 
the Canadian Pacific is to remain the Standard on even 
that mode which the Board adopted or pursued, if in 
addition to that you recapitalize the C.N.R, the way it 
requests to be recapitalized, it will come out with such 
large surplus earnings thet that will imperil the position 
of the C.P.R, That is your case, isn't it? 

THE WITNESS: That is it, my lord. 

MR MACPHERSON: ‘That is the submission, 

THE CHAIRMAN: Is not the case within narrower 
limits than those you ere pursuing just now? 

MR MACPHERSON: TI am only saying this, my lord, 
in this Connection, that he has taken that billion, in 
order to get his return on it he has token that billion, 
and I am Seeking to show in So far as the company is con- 
cerned that that in itself is too high sn amount, and that 
the balance sheet of the company does not give a proper base 
by itself, 

THE CHAIRMAN: Now, let us see. The immediate 
issue is this: The Canadian N-tionclis asking us to approve 
of @ scheme for its recapitalization. 

MR MACPHERSON: That is right. 

THE CHAIRMAN: The Canadian Pecific is showing 


reasons why if that scheme is adopted the way it is now, it 
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would be harmful to the interests of the Canadian Pacific, 
Now, what is your attitude 1s between those two corporsa- 
tions? Are you in favour of the Canadian Nationel--- 

MR MAC PHERSON: Well, as 9 matter of fact, y 
the next point that I em going to make is to fina out how 
it will effect the freight payer, It is the freight payer 
I am concerned with, 

THE CHAIRMAN: You mean how the proposed recapital- 
ization of the Canadian Nationel Will effect the Shipper; 
is that your ides? 

MR MACPHERSON; No, not sat the moment. 

THE CHAIRMAN: That ig the question, though, 

MR MACPHERSON: But there is another question 
involved too. There is that involved, my lord, but there 
Ls also this involved from the witness's evidence, that 
the Canadian Pacific should have, to be, as he calls it, a 
strong, healthy and dynamic transportation agency, a return 
of $63 million, to have earnings of $63 million. Now, 
whet I propose to do now, having finished the other angle 
or it what I propose to do now, is to see how that is going 
to affect the freight payer. 

THE CHAIRMAN: Just let me see a moment. In what 
Connection did you make thot Statement in this brief, Mr, 
Northey Jones? 

MR MACPHERSON: At page 18, 

THE CHAIRMAN: When you used those words, which I 
remember. Is that at page 18 ? Where sre those words? [I 
remember hearing them. 

MR MACPHERSON: The second paragraph, my lord. 

COMMISSIONER INNIS: What were the words? 

MR MACPHERSON: "If the Canadian Pacific is to 

remain the stsndsrd in rate matters, and rates sre set 
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tax an amount somewhere between the $47,500,000 
requirement" --- 

THE CHAIRMAN: Yes, we know thot, 

MR MACPHERSON: "And the $66,600,000" ~-- 

THE CHAIRMAN: But the words "dynamic" and so 
on, where are they? You see, this peragraph is quite 
legitimate; it is an endeavour to show how the granting, of 
whet the C.N.R. is asking for would prejudicially affect 
the Canadian Pacific, 

THE WITNESS: My lord, I think possibly at the 
bottom of page 16 ond the top of--- 

THE CHAIRMAN: Pardon me. At this Stage of our 
inquiry we are not trying to build up 32 case for the 
Canadian National. 

MR MACPHERSON: No, but, my lord, the witness 
Said before that there had to be, according to his evidence, 
$66,650,000 of rail earnings. Today he says that he put 
thet figure at $63 million before the Canadian Pacific could 
be, as he puts it, a strong, healthy and dynamic transporta- 
tion agency. 

THE CHAIRMAN: What I want to know is how that 
concerns us now, at this stage. I am told this is on page 
L6G. 

MR O'DONNELL: The bottom paragraph, my lord, on 
page 16, 

THE CHAIRMAN: Yes, it is on page 16: 

"At this point let me reiterate thet if the people 
of C_noda ere to have a strong, healthy and dynamic 
c.P.R. the earnings of the C.P.R. must be such that 
not only the operating costs of business sre covered 
but also the costs or wages of capital must be covered," 

Well, if that is just leading on to Showing how it would be 
harmed by what the Canadian National is asking, a11 right; 
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but if it is just 3 Supplement to the case for the C.P.R. 
which we have already heard, then it igs not in its place 
here. I think you are extending it to that. 

MR MACPHERSON; Well, I am extending it, very 
frankly, to thig--- 

THE CHAIRMAN: Perhaps Mr. Carson would clear it 
up. 

MR CARSON: That earlier part of Mr, Northey 
Jones' statement was leading to the éll-important conclusion 
that is expressed in the latter part of the sentence on page 
18, that is to Soy: 

"If the Canadien Pacific igs to remain the standard 
in rate matters, and rates sre set so that the Conadion 
Pacific could earn after income tax an smount somewhere 
between the $47,500,000 . . . and the $66,600,000, , , 

Then the importent words are these: 
"it seems ressonable to Suppose that the Csnadiosn 
National, with its larger system and greater gross 
revenues, should earn st least $50,000,000 a year 
before income tax," 

And then he goes on to point out what would happen if they 

had earnings of that amount, 

MR MACPHERSON: Well, my lord, it still goes back 
to 16--- 

THE CHAIRMAN: Yes, but, remember, we sre now 
trying to find out what valid objections can be taken to the 
C.N.R.'s application. The Conadian Pacific says, "Well, it 
will hurt us," but we are not concerned now in going slto- 
gether into the Canadian Pacific's case over again and 
Seeing what they should get or should not get; we have not 
time for that, 

MR MACPHERSON: I am in the hands of the Commis - 
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THE CHAIRMAN: I mean to say, unless you can show 
us why we should. 

MR MACPHERSON: Well, the witness Was called, and 
I asked him the very first questions I asked him. First of 
211 1 asked him if he was not called for the purpose of 
giving evidence in connection with the recapitslization, 
and then giving evidence Secondly-~--~- 

THE CHAIRMAN: Of the C.N.R, 

MR MAC PHERSON: Of the C.N.R.3 end then giving 
evidence secondly to show what by way of rail earnings were 
necessary for the Canadian Pacific to be the typeof trans- 
portation agency thst he described, and he ssid Yes, and 
it is on that phase of it I om cross-examining. 

THE CHAIRMAN: I think that -description is only 
incidental, becouse it is not really part of the case here, 
We would like now to know what objections there ere to the 
application made by the Canadian Nationel for the recon- 
struction of its capitalization, 

MR MACPHERSON: All that I would like to show from 
the witness--- 

THE CHAIRMAN: Do you think that your questions, 
those that you are now directing to Mr, Northey Jones, are 
helping? Perhaps they are, but I would like to know just 
how they are, 

MR MACPHERSON: Well, they would in this wey, I 
think, my lord: So far as we are concerned, we are inter- 
ested from the standpoint of the freight payer. 

THE CHAIRMAN: Yes, I understand that. 

MR MACPHERSON: And if, as he says, there has to 
be 3 return by way of railway earnings of $63 million, then 
what is that going to mean by sdditional imposition in 
freight rates? I mean, possibly from whet he hss said al- 


ready we can work it out in argument, but I thought thet 
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probably here would be 5 place where it could be put in, 

THE CHAIRMAN: That 1s what does occur to me, 
Mr. MacPherson, 

MR MACPHERSON; Well, we might be able to do that, 

THE CHAIRMAN: You already have, I think, plenty 
of material for your ergument, 

MR MACPHERSON: We have too much, I am afraid, my 
lord; that is the only trouble. Well, there igs this ques- 
tion that I think probably Ican put to him, in any’ event, 
my lord, that may be of some assistance to the Commission: 

Q. At page 18 you take the requirements from the 
Judgment of February 1950 at $47 ,500,0002 

A. Yes, 

Q.- Now, when you deduct from thst the fixed charges 
of $11,718,579, as they appesr on page 7 of the Judgment 
of March lst , ond $3,872,768 dividends for preferred 
Stock, according to the snnual report for 1949 sat page 7, 
I suggest that the rail Cernings for 1949 ore $31,908,000? 

MR CARSON; You ere not Saying it was that in 
1949? 

MR MACPHERSON: TI am taking it from the last 
judgment, 

THE WITNESS: This shows thst the $47,500,000 of 
requirement of the Board is made up of $11,700,000 for 
fixed charges, dividends of $20,600,000, an allowence for 
Surplus of $15,200,000, that ellowence for surplus being 
for additions and betterments, end for sa sum to go and 
come on in the Canadian Pacific Situetion, and those sre 
the requirements. Naw,Mr. MacPherson, I understood you to 
ask the question of me, is that the emount thet was earned 
in 1949, or did the 1949 earnings -- were they equivalent 
to that from rail earnings? No, they were not. 


MR MACPHERSON: Q. T hey were not equivalent to 
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that? 
A. No, 
Q. They were short by how much? 
A. I would have to get that computation; I 
hesitate to Sive it, They were short So that there was no 
money available for the payment of the common dividend from 
rail earnings, 
MR MAC PHERSON: I think probably on this, to save 
time, I will try to deal with it in argument, but I--- 
THE CHAIRMAN: You see, Mr, MacPherson, I agree 


MR MACPHERSON: Well, it does that, my lora. 

THE CHAIRMAN: Instead of being confined to meet- 
ing the case, 

MR MACPHERSON: It does more than that. 

MR CARSON: I do not want to get into that phase 
of the argument either sat this Stage, That entire statement 
of Mr, Northey Jones is directed to the one thing, 

THE CHAIRMAN: The prior Statement, you say? 

MR CARSON: The entire statement he hes read is 
directed to the one thing, 

THE CHAIRMAN: Well, as long 3s it bears on the one 
thing; I am not prepsred to Say right now--- 

MR MACPHERSON: It goes further than that. It not 
Only does that, my lord, but it seeks to establish what so 
far as the Canadian Pocific ig concerned is the rail earnings 
it must receive, and it is to onswer that phase of it that 
I have been cross-examining him. TI am quite content with--- 

THE CHAIRMAN: What he says is this: He SaYS, 

Here, now, whether the figures adopted by the Board ere to 
be followed in the future, I mean the principle is there, or 
Whether whet he thinks ere the right principles to follow, 
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which would make necessary a larger revenue, he says in 
Goa P Ap eas Phat will. ba tntertored with by the ne. 
capitalization asked for by the Conedian National, becsuse 
it would give it all the more Surplus. Now, that ae 942. 
it is; whichever is adopted-.-- 

MR MACPHERSON: He Sees further in his submission, 
my lord, and Says this, that whether --- 

THE CHAIRMAN: Pardon me a moment. Now, in so far 
as What the Canadian Pacific Railway wants to Ssfeguard 
itself is concerned, I think it is contained in that amend- 
ment we saw the other day that Mr. Evans Submitted. Isn't 
that so? 

MR EVANS: Oh, yes, my lord, That is one sugges- 
tion we have meade, and we also have said to you, sir, that 
some means should be found -- thet was one Suggestion we 
made. I am going to make other Suggestions in argument 
that do not necessarily require Specific legislation, 

THE CHAIRMAN: Well, that may be, but this is not 
the time for that. You are talking now of when you come 
to argue before us, I suppose, 

MR EVANS: Yes, sir; I would be glad to do it at 
any time, 

MR MAC PHERSON: My point is-.- 

THE CHAIRMAN: What we are anxious to find out now 
ere reasons which militate against granting the Canadian 
National Roilways the relief they ask for, 

MR MACPHERSON: Well, my lord, if that is so, all 
right, but so far as the evidence of the witness goes to 
Showing that the Canadian Pacific is to have SO much money 
for the purpose of being a live organization, whether 
the Cenadion N.tionsl is recapitslized or not--- 

THE CHAIRMAN: Well, I don't know about that. You 
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figures of so much or @ return and so on, in either case 
he says they will Suffer by the fact that the Canadian 
Notional will be having these large Surplus earnings, 

MR MAC PHERSON: Yes, but he goes on--- 

THE CHAIRMAN: Now, what you are trying to do is 
to show thet the Canadian P cific ought not to be--- 

MR MAC PHERSON: Wheat I am trying to show at the 
moment is that the Canadian Pacific with the $47,500,000 is 
farning a reasonable return; but, however, ag your lordship 
Suggests, probably it can be dealt with in argument, and TI 
will leave the matter at that, 

THE CHAIRMAN: Tf do not want to cut you off, If 
you think you must have this evidence from Mr, Northey Jones, 
ask him, 

MR MACPHERSON: I think I can compute it, probably; 
I think I can do that. 

THE CHAIRMAN: I think you csn too. 

MR MACPHERSON: But whet I wanted to bring out in 
€vidence from him, since he has given evidence to this 
effect, was that, whether there was recapitalization of the 
Canadian National or not, he says there has to be this eam- 
ing power from rail in the Canadian Pacific, and I am sug- 
gesting if there is that earning power which he Suggests of 
$63 million, then that is Soing to mean 9 further increase 
in freight rates, and I am Suggesting his evidence £0es to 
Show that, whether the Canadian National is reorganized or 
not, in order to attract new Capital which they will need, 
SO-S5nd-so must be done, and in the doing of that freight 
rates must be roised again, 

THE CHAIRMAN: What you mean to say, then, is, 
this case of the C.N.R. is being turned by the C.P.R. into 
én attempt to make 3 new case for itself, 


MR MACPHERSON: To Strengthen their case, 


aah See WRB a > i MB Oe 
gpg Seereds AE UN) ob BES MITT « Fo ave O88 Wowty Es 
7 ctyiees att gerd F908 SAF Na 9h. ERSW. Bath, BAR. ot, 
| ena 49 eben Sayed Mortd seared ag EPiap fant, 
Sait) Sasa edie Ba os ARTO oy 
at 6b GF aikated Ste HOY: erie. 4 Wate _ stant AS ae . 
+ lie ¥88).08 Foy BeBe re ae 7 cerbege’ ait duct Wore hed 
oe 36 woke, ot mabye met daly . WOR 4a. Mp 
iyi 66; Tees, ae WAR BPH L" PBGGD » age 48 a) teomen 
D BtReBrol noe WE 5 Fever ie i Mat gonpane 8 Mb 
( 3 ol iiediays ee ES Staab of frag” FE Er aeueAg -adaanaue 
\ ; 30d 49 abdae ad? Quaef Zhe 
2a Hoy eee oe ES eg 28° SAREE. one 
gonct sili OT aed PGS yaks | ret bind sect Boe 
we ane 
s¥baedSeq . or PvaMes Heh Wey TTA sig 
Sa gh age E Sa, 
833 deo UR HATE tO YAR ae * | 
cats) aig hO O Bat dy 6 pathy ae 
tak og nae 7 ne kas aoheya 


jo 20 sobutlisdidenet sawhaneth 29n0 i dete Bol Sich 


aicidh ad wad dc geile eihe MHP (dom Fe ‘bas Ve wel batied 


a. 5 Bee eeabeet tblBaAd oes jb Ebet Get duvey BA 
J3584NG, Bi chia) doWog vibe payee aed’ it Qittess 
iauih e Weer oe | fon 2 E as aia none} ae ae) ae 
soiveoggee ts ‘Uiez (Beted “aa gt’ at 


yay BR feboisen Acsihaey sae Sqpid atin 8 iz woe 


oan itah ied Hub Fedige> Wed SORES Gy Webas a eeh 

| deg 2a Gitte Bae ‘site | Josie! St elit aya ae . 

| iksge pen d-a 3d Feite yest «. 
4) 9am Soy donb Habeas ERP | 

ie Bowild Bite 53 Sieg ehP aT BEd td 
:tieadt 304 ee a ais oF HSE AS 

a8 és Sate Heteedadh OF Hoe atone ‘Wi Lidl 


7. ’ Bie 


bith ged a 


+ ie 
; oy ores 
; ° “7 z 


RND1O - 20550 - Mr. Northey Jones, cr-ex, 


THE CHAIRMAN: What about thet, Mr. Evans? 

MR EVANS: If T may put it so, that is an absurd 
position for Mr, MacPherson to take. 

MR MACPHERSON: [I Submit not, 

MR EVANS: On 9 number Of oce>sions we havo 
Said we do not ask this Commission either for 9 freight 
rate increase or for the fixing of rate base or for fixing 
of its earning power based on that rate base. We have put 
in evidence of this kind for this purpose alone, Now, my 
friend Mr. MacPherson knows perfectly well we sre not asking 
this Commission for s rate increase, We will have to go to 
the Board; we will have to establish with the Board whet our 
earning power should be, and we do not ask this Commission 
to make that finding. 

THE CHAIRMAN: That does occur to me, Now, can I 
take it this way, that if the Conadian National had not put 
their case before us for recapitalization--- 

MR EVANS: Mr. Jones would not have been called, 

THE CHAIRMAN: Mr, Jones would not be here oat all. 


(Page 20552 follows) 
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MR. MacPHERSON: That is all right, my lord, so 
far as the evidence is concerned, The evidence of the 
witness has been directed to indicate what is required by 
the Canadian Pacific Railway apart from the Canadian National 
altogether, in order that it may attract fresh capital that 


it needs. Now, that was the point that has been urged as well 


as the other point. I know as well as my friend Mr. Evans, 


that this Commission is not going to grant an increase in 
freight rates, but what I Sought to put to the Board, and 


what I will put to the Board by gway. of argument on the 
evidence that we have adduced from the witness is the fact 
that to keep it alive and keep it in a position to get this 
capital, would mean a further increase in ‘freight rates. 
Perhaps I may leave it there and proceed to one or ‘ .two 
other questions in connection with the evidence of Mr. Jones. 

THE CHAIRMAN: May I ask you at this stage, Mr. 
MacPherson -- if you can answer me, do so, and if you cannot, 
tell me so -- you talk about representing the Shippers. Are 
you instructed one way or the other about this application 
of the Conadian National Railways whether it is to be 
approved or not approved? 

MR. MacPHERSON: I would rather deal with that in 
argument, my lord. Both our friends would like to know how 
all the provinces feel. 

MR. O'DONNELL: I did not ask anything. 

MR. MacPHERSON: No, but Mr. Carson was indulging in 
a little laughter. 

MR. CARSON: I just had a laugh at your answer. 

MR. MacPHERSON: Q. In your evidence, Mr. Northey 
Jones, you refer to the financing of the railways during the 
depression years in the United States. That was by the 
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2. Has there been any recent financing through the 

Ri¥FwC eof railways in the United States? 
THE CHAIRMAN; Through what? 

A. By the R.F.C., my lord. No important financing, 
I would say. I don't like to make it an inclusive "no" 
because some railroad may have had some small amount of 
Securities sold to the R.F.C., but the R.F.c. has gradually 
been disposing of its rail Securities and has got now to 
the business of lending more money to the railroads. 

MR. MacPHERSON: Q. There was no objection by 
the railways to applying to the R.F.C, for financial assis- 
tance? 

A. There was j. terrific objection. 

Q. By the railways? 

A. By the railways, because it usually meant -- well, 
I will tell you one very specific reason. They looked very 
carefully into the Salaries of the people - - 

Q. Is there anything wrong with that? 

A. No; it resulted in a reduction of the salaries of 
some of the officers of the railways applying. 

Q. Was there anything wrong with that? 

A. Yes, in some cases there was, but that is aside from 
the main point. There were other points involved. One 
of the big points was that the R.F.c,. in making these loans 
were making them at a yeriod of low business and when the 


railway was in bad shape and they exacted very large amounts 


of collateral for making their loans. For instance, previously 


securities had been sold to the public, and say a $10 million 
bond issue was sold to the public. The railroad was in 


financial Straits, and could not get any money anywhere else, 
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and it went to the R.F.C., and the R.F.C. says, "We will 

Bive you another $10 million if you will put up $30 million 
collateral." The $30 million of collateral was put up, the 
railroad went bankrupt anyway, and you have a re-organization 
plan where the insurance companies and the other holders of 

the $10 million of bonds publicly sold have a claim for 
one-quarter of the assets, and the R.F.C. has a claim for three. 
quarters of the assets, although they each only put up 

$10 million. Those are things which arise. 

Q. In any event, there was a great deal of money 
advanced to the railways by the R.F.C.? 

A. When you are on the point of going bankrupt, 
you will do almost anything to get money that is honest, 
and it certainly was perfectly honest and honourable to go 
to the R.F.C. for the money. 

COMMISSIONER INNIS: Q. How much money did the 
R.F.C. lose over the period, have you any idea? 

A. I wouldn't want to say that figure, Dr. Innis. 

MR. MacPHERSON: Q. You used another phrase this 
morning; you said they might get more by a reduction of 
rates. What had you in mind there? 

A. I think that gets a little beyond my ken, because I 
don't propose to be an expert on rate matters at all, but there 
has been testimony here, I believe, that you have certain 
agreed rates in Canada and certain competitive rates, and 
Sometimes by reducing rates you are able to attract more 
business and so make more money. That is what I mean. 

2. What you had in mind was that more traffic volume 
would be obtained by reduction of rates in the proper case? 

A. (That is -rtehe.. 

COMMISSIONER INNIS: Q. What interest rates do they 


charge? 
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Ae Ln, the Rel Cs? 
hes OE ve 
The general going rate in the 30's was AZ, 
MR. MacPHERSON: Q. Were they long term or 
Short term advances? 

A. All kinds of terms. Mostly , I would say, inter- 
mediate terms, 10, 15 or 20 years. There were a lot of 
shorter terms ones, and there were equipment trusts that 
were serials that were bought. 

Q. You referred this morning, I think, to Mr. Carson 
to the effect that the sales of common stock which had 
taken place in the United States and which had been filed 
in Exhibit 274 show the sales from 1930 on -- that is the 
tetver of Mr. Boles -~ all the Sales from 1930 on had 
been practically family financing, so far as the - - 

Ay THSt ip right, intercorporate. 

Q@. So, actually, according to your evidence there has 
been no genuine sale to the public of common stock in 
railways since 1930? 

A. I would like to amend that. That statement by Mr. 
Boles, I think, said for new money purposes, if you will 
read his letter. There have been what are known as 
Secondary offerings, that is, not a new issue of stock, but 
a sale of railroad stock. In the year 1945, you may recall 
a year and a quarter ago I said that the only large sale of 
common stock by a railroad in recent years in the United 
States had been the sale by the Atlantic Coast Line Rail- 
road Company of some 370,000 shares of common stock of 
the Louisville and Nashville Railroad Company. The majority 
of the stock in the Louisville and Nashville Railroad 
Company had been owned by the Atlantic Coast Line, and the 
Atlantic Coast line, in order to obtain funds to redeem 
Some of its debts sold 370,000 shares of its holdings of 
the L. & N. stock for about $21 million, so there was 
that which is a secondary sale, which produced no money 


for the L. & N. Railroad but produced it for the owner of 
the stock, the Atlantic Coast Line. 


é a Ye 
sriode if 


stfelben 
‘tosioits 


ow 


Ratha | 
a 
OO : 


‘ortactaa 


HO ‘ont © 
jaa 


JWA 


- 20556 - Mr. Northey Jones 


Q. In this letter of Mr. Boles, again, in respect 
to the Pennsylvania issue in 1930, there was : $18 million 
issued? 

A. Authorized. 

Q. Authorized, but only $7,300,000 sola? 

A. Yes; that was an offering to the officers and 
employees of the Pennsylvania Ratlroad and they subscribed 
for the $7,300,000 shown there. 

Q. The Chesapeake and Ohio, that was the Only one on 
the list where there was a complete sale of the amount 
authorized? 

A. That is, complete sale to the investing public. 

Q. And the Chesapeake and Ohio is one of the Pocohontas 
group of Raulwsys? 

A. Yes, a soft coal carrier, and it has been a very 
good earner until this past year when they had trouble 
in the coal mines. 

MR. MacPHERSON: I do not think, my lord, I 
will have anything more, but I may have a question or two 


in the morning. 


---The Commission adjourned at 4:50 p.m. to meet again 
at 10:30 a.m. on Tuesday, April 25, 1950. 
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Ottawa, Ontario, 
Tuesday, April 25, 1950. 


Ber No No oS Riess e ey N 
ms LON 


ALLEN NORTHEY JONES - Recalled 
i OCalled 


THE CHAIRMAN: Is there anybody else? 

MR. MacPHERSON: There are no further questiens 
from me, Mr. Chairman. Thank you very much, Mr. NOrthey 
Jones, 


THE WITNESS: Thank you. 


CROSS -EXAMINATION BY MR, FRAWLEY 

Q. Mr. Northey Jones, you agree in a general way 
that there must be some recapitalization ef the Canadian 
National? 

A. I would say so, yes, sir, 

Q. And you, of course, have not applied your mind 
to that problem extensively enough to recommenda perhaps 
just what should be done in detail? 

A. That is correct, sir. 

Q. The principal objective would appear to be that 
the fixed charges must come down? 

As As expressed in the Canadian National plan, yes. 

Q. That is right, and their plan would bring the 
fixed charges down to something in the neighbourhood of 
$20 million? 

A. Something in the neighbourhood of $15 million 
to $17 million. 

Q. Yes, and there is not much doubt in your view 
that if they were rid of that burden they would earn some 


Surpluses? 


A. Well, that is forecasting the future, and that 
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is a very difficult thing to do because there are elements 
that come into that forecasting such as the level of busi- 
ness activity in Canada, the percentage of transportation 
Service that will be performed by the railways, what the 
rates are going to be, what the costs are going to be, and 
my Opinion would be that with a business such ag the 
Canadian National, with the business that it is doing and 
might be expected to do in the future there would be a 
likelihood that there would be, and in fact there should 
be, as a return in my Opinion on the investment in that 
vast enterprise a net return of Some $15 million or $17 
million a year, 

Q. You see last year of course they had a net 
available for payment of interest of $4 million, but the 
two payments of interest to the public and to the govern- 
ment turned it into a deficit of $42 million? 

A. Yes, sir, 

Q. But you see in the future, as you have Just said, 
Some sufficient improvement that that net available for 
payment of interest or fixed charges should be Some thing 
Substantial? 

Be, Yes, sir. 

Q. Now, I want to come back to the C.N.R. in a 
moment, but let us go for a moment to the Canadian Pacific. 
Speaking generally again your view is that the stock should 
gO back to par? 

A. I would think that the earnings on the enterprise 
ought to be such that the people who have invested money 
in that enterprise should have a fair return, and I would 
consider that a fair return meant that they should get a 
dividend, and that there should be some surplus left over 
for reinvestment in the property. I further stated, and 
this may be my main thesis as an investment banker, that it 
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would be necessary to raise capital in the future, and to 
attract capital in a competitive market for Capital where 
railway capital is trying to be raised, where industrial 
capital, public utility capital are being raised, that 
people will not invest in the Canadian Pacific or a 
railroad enterprise unless the wages paid to the capital 
in that enterprise are commensurate with what are paid in 
other enterprises, 

Q. It may be, Mr. Northey Jones, that the two ideas 
are separate. You do feel that the stock should gO back 
to par, but that is to enable it to be readily disposed 
of? 

A That is correct, sir, 

Q. But you also think that the earnings on the 
common stock should be much more than they are now? 

A. That is correct, because as it has been in the 
past four years the situation has been that there have 
been no railway earnings for dividends, and such dividends 
that have been paid have been paid out of other income 
rather than out of the railway enterprise as such. 

Q. You think that the earnings on the common stock 
Should go up to 10 per cent, the earnings should go to 
Somewhere in the neighbourhood of 10 per cent? 

A. Suc, Str. 

Q. But you did qualify that or did explain that you 
did not mean by that that the company should start paying 
dividends of 10 per cent? 

A. NO; not at all, 

Q. You thought the dividends perhaps should remain 
where they are at 5 per cent and the remaining 5 per cent 
put into surplus? 


A. That is correct, sir. 
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ap Perhaps you would not just hold it at the 5 per 
cent. Perhaps you do envisage some improvement. If they 
earned 10 per cent they might be able to increase the 
dividend rate? 

A. If they were able to earn 10 per cent on the 
common stock from the railway enterprise, and retained half 
of that for reinvestment in the property and paid a 5 per 
cent dividend out of railway earnings, it would leave room 
for an increase in dividends above the present dividend 
by payment out of non-railway or other income. 

Q. Do you not see any possibility of paying more 
than 5 per cent if the rail enterprise earned 10 per cent? 
I wondered what you thought about that. 

Ay That 1s getting back to one of those old rule of 
thumb calculations that a great many companies have used, 
or their directors have used the rule of thumb -- not 
always strictly applicable -- that for every dollar they 
pay out in dividends to the stockholders they want to 
reinvest $1 in the enterprise. 

Q. You would hold pretty well to the 5 per cent? 
You do not see even if they earned 10 per cent on the 
common stock that they should pay out any more than 5 per 
cent? 

A, There is not only the question of reinvesting 
money in the enterprise. There is alse the question of 
raising the dividend and not having as much to reinvest 
and also to come and go on, to take care of the swings. 

In other words, if they were to raise the dividend one 
year and the next year the earnings were to be down some- 
what and they decreased the dividend, they would be better 
off in my opinion if they tried to maintain a stable 
dividend rather than raise it to a rate which was too 


close to the earnings without having some surplus to 
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reinvest and to take care of the Swings in earnings, so 
that you might call it a dividend Stabilization amount. 

Q. Let us leave it at that. I think I see what 
you mean there, You do look though for an increase in 
the dollar earnings of the Canadian Pacific, and quite 
appreciably greater than they earned last year, for 
instance? 

mn Yes. I think the recent decisions will give 
them larger earnings than they had last year. 

Q. But as I understand you you think they should 
have greater dollar earnings. I think you said yester- 
day to Mr. MacPherson it perhaps should be about $63 
million? 

A. > Boasta bells lea 1b Ba ages 

Q. That, of course, would require an increase in 
freight rates? 

ee I believe I pointed out in answer to Mr. MacPher- 
son yesterday that there were several ways of arriving at 
an increase in net income, the several ways being rates, 
economies, increases in efficiency by doing things 
mechanically that used to be done by hand, mechanization, 
for instance, of the maintenance work. There are all 
kinds of machines now which help to save money, in 
addition to the diesel program which the company has. 

Q. It may not be an unfair way to put it to say 
that to achieve this objective of a $63 million income 
some of it may be acquired by economies, by dieselization, 
but in the end to the extent that it was not received in 
that fashion then it would have to be made up by increased 
freight rates? 

A. Yes, and growth in business. 

THE CHAIRMAN: Q. And what? 


A. And growth in the volume of business, 
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MR. FRAWLEY: ¢. So even though the increase 
in freight rates was only contributing along with economies 
the freight shippers would be paying increased rates to 
enable the company to earn 10 per cent on its common and 
5 per cent on its preference which perhaps it is earning 
now? 

A. That is right. 

Q. Ido not want to over-simplify it, but perhaps 
one might say that increased freight rates then would have 
to enable the company to maintain a general level of 10 
per cent on the common? 

A. Approximately that, yes. 

Q. Let us turn for a moment to what the Canadian 
National might afford to the freight shippers of Canada. 
If the fixed charges were cut down to between $15 million 
and $17 million, and without any income tax because in 
the nature of it there is no income tax payable, and no 
dividends, under the present plan anyway by virtue 
again of the nature of the enterprise it is not at all 
unreasonable to suppose if freight rates were to be 
fixed upon the basis of the needs of the Canadian National 
that they could indeed be Substantially lower than rates 
fixed on the needs of the Canadian Pacific? 

A. In my opinion if the need of the Canadian National 
was determined purely on the basis of meeting a fixed 
charge of from $15 million to $17 million with no require- 
ment to pay any return on the equity capital held by the 
government, in that case it is conceivable in my mind that 
the freight rate that would support that might be set at 
a lower figure than would support the Canadian Pacific and 
allow it to live and earn and pay a return on its equity 


capital. 
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Q. Let us assume for the sake of this discussion 
that the rate base and rate of return has not yet come 
into it, that that may take some time to develop, and 
that we are still discussing it on the basis of require- 
ment. 

ae Right. 

Q. I put it to you again if the Canadian National 
had its fixed charges cut down to a level of $17 million, 
let us say, and the rest of the plan accepted broadly as 
Submitted, that there would be on the basis of their 
requirements a very good possibility that freight rates 


would be much lower? 
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A. I would like to qualify thet by Saying thet I 
think there would be & possibility that, based on that 
requirement, a lower freight rate could be set. 

Q@. Now, Mr, Northey Jones, the Canadian Pacific 
ere, as far as you know, really slarmed about the 
possibilities of danger coming to them through the 
acceptance of the Canadian National plan es submitted? 

ha she 1t 15 Submitted, yes, 

Q. There is no real question about thot. They have 
asked you to come from New York to make this Stetement, 
they have ea gentleman from Queen's University to follow 
you, and the Resident Manager of Price Waterhouse is to 
follow Mr. Elliott ana to speek broadly along the lines 
you have spoken to express the elarm of the Canadian 
Pacific sbout this plen? 

A. That is correct, 

Q. Now, do you know whether the Canadian Pacific is 
Willing to give some quid pro quo for the rejection of the 
Canadian Notional plan? 

Ae td ot NOt Ans position to spesk for the Canadian 
Pacific on that point, but I would say this, that I haa 
understood that right through these hearings the point of 
the Canadian Pacific was not the rejection of the plen in 

toto or sgainst a recapitalization plan of the Consdian 
National, but against one ‘unless they had protection, 

Q. Then that protection, as I see it, seems to have 
come from various witnesses, but it alweys seems to come 
down to the same thing, that the Cenadian Netional should 
bey over something -- it has been called 3s return, but let 
us look upon it ss dividends; it mesns the some thing, and 
I can understand it 9 little bit better -- they would 
really be asked to pay over a dividend through the Minister 


of Finence each year as the Canadian Pacific Sets aside 
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Something for its Shareholders by wey of dividend to have 
32 parity of some kind? 

A. I think thet has been the tenor of certain 
remarks that have been made here, end it 8lso was e sug- 
gestion -- not that I should make Suggestions, maybe, as 
to what you Should do here, but 2 Suggestion based on 
whet reorganized railroads of the United States have done, 
in that they have provided thet there be 8 certain smount 
of fixed charges, then a So-called capital fund which 
allows the railway to retain for reinvestment in the 
property and bui lding additions and betterments a certain 
Sum of money, and then after that a provision thst some 
income bonds be issued and thet the income bonds would pay 
in the form of contingent interest 3 Sum to the owner of 
those income bonds; in this case if such s plan were to be 
Pollo «=! the Canadian National case, it would mean 3 pay- 
ment of interest, contingent interest, to the Government if 
it were earned by the Csnsdian National, 

Q. Now, thst Ee oar course, you will egree, speaking 
Senerally now, that is not at all a Cardinal -- it is 
rether the Opposite, is it not, of the cardinal principle 
of the publicly-owned utility; the objective of 3 publicly- 
Owned utility, Speeking broadly, is Service st cost, isn't it? 

THE CHAIRMAN: Ts What did you Say? 

MR FRAWLEY: Service sat cost, without profit to 
the owners, the owners being the state, 

THE WITNESS: I woulda not sey thet thet was gener- 
ally so, no, Mr, Frawley. 

MR FRAWLEY: Q. In meny instances it igs 80, isn't it? 

A. I would Say that in a great many instences these 
Government Operations sre called yerdstick operations to test 
whether the private operation is being run et as low cost as 
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Q. Well, take the province of--- 

A. And in figuring those costs on that Government 
operation, in order that the comperison might be fair, 
that some return or Sone wage on the money thst was 
invested in the property has to be computed. Now, there 
is ea difference usually in 911 ceses, that the Government 
enterprise does not have to pay taxes, and as such its 
cost of doing service is that much less, because by being 
relieved of those taxes the other taxpayers have to pay 
more, 

Q. Well, Mr, Northey Jones, don't you agree that 
when 2 state or 9 province like the Province of Ontario 
sets up its power development it is ; doing that largely 
to supply that to the people of Ontario at cost, and not 
for the purpose of Swelling provincial revenues? Isn't 
that so? 

A. But the Hydro has 3 lot of securities outstanding 
with the public, and it must pay a return on that; if its 
credit is to be maintained it must pay 3 return on those 
Securities, 

Q. I know, but, Mr, Northey Jones, we have not got--- 

THE CHAIRMAN: Mr, Frawley, are you bearing in 
mind the difference between a municipsl or Government 
enterprise which has 9 monopoly and one such ag--- 

MR FRAWLEY: Thet distinction must 8lways be 
borne in mind, sir. That is the prodlem here, there igs no 
doubt about it. But I wanted to discuss it seperately 
EEVet. «oT thought that perhaps there would be agreement in 
Senerel that when a province or a state sets out -- 3 
province, speaking of Canada, because I do not know any- 
thing sbout the United States -- when e province such 3s the 
three western provinces sets out to own its own telephone 


System, they are doing that not for the purpose of making 


ai 7 


7 ; 
ee £4 
tela cael satel aah’ LER 
indeaa,s seid gnteve kt: al ba “sh 


ay 
7 


itecens stigi Jedd iwebae mit neiveteqo 7 i 
. , rs 7 at . a 
ie. sen 9r05* 40°; IS IST , SHI: wane: tC 


q 


Spey aot at Dadesail: 


erro 


-pomereTTih. 6: af 


CheRersTee Se 


mre" BS0n. Og: Layers Tie 
bind sh. 


t geod? to. bavetllet: 


rad Eon 


"sale 


so: A ee voed: 


rer 


wR OT EET 
yee ae Lig 


annod: 
ti: te jpode divek: 
rent PAGO: 
oot tered: we mesin: Sand: Has os. 
bar Banieeege: sonny lia 
onmtvetsq: o> mei <=. Sete “hodihate ard: duods- pattie 
snaiiee Ged hwo Bo Sah sith cham ade a saonbvertty inate , | 


i 
oP 


gather Ko sanyieg: sbi seth Tan es 


-20566- Mr. Northey Jones, cr-ex, 


money in ease of the texpayer, but to provide telephone 
service for. the people at cost or as near cost es possible? 
Isn't thst, roughly speaking, about whet the idea is? 

Bis Thet gets, Mr, Frawley, into what you define as 
cost todsy, end cost -- I presume this money may be 
raised by bond issues of the province. Now, if the cost 
does not include 5 cherge to the operating utility to pey 
that interest cost, then the service in my opinion is 
being given to the people of the province at less than 
cost. 

Q. Now, Mr, Northey Jones, let us get back to the 
Canadian National. The people of Canada have put vast 
Sums into the Canadian National over a period of meny 
years? 

A, That is correct, 

Q.- And even on this plan of Mr. Gordon's it is 
probable that the people again must be asked to make sub- 
stantial contributions, either by negativing certain 
indebtednesses or otherwise; that is true? The people of 
Canada are being asked to pay -- the taxpsyers? 

A. Well, they certainly have paid by providing for 
the deficits in the past. There again, you say in the 
future they are going to be asked to p3y. I would think 
that in the future the Set-up would try to be such that 
they would not have to pay. 

Q. But as of now, as of now, the deficit they heave 
paid annually, the vast sums in the pest by way of 
guarantee for branch lines, the $300 million that is in 
this plan at the moment -- I understand that is still 
there, isn't it? All I mean to say is, the people of 
Canada may say, "Well, it is time that we got something 
out of this by way of chesper freight rates." Isn't that 


conceivable, that public opinion in Canada or a large sec- 
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tion of it may just have that view? 

A. I would say that certain people would have that 
view, and certain taxpayers would have tht other view, 
that the taxes should not be raised to pay for the Canadian 
National deficits, 

Q. That is true. Now, Suppose there was a large 
body of opinion which hsd to be met and faced and examined, 
which said, "Well, it is time now that we hod the Cenadian 
National serve ss the yardstick for freight rates in 
Canada," and on the basis that I have briefly outlined 
here to you, and your statement to me, then there could 
be some amelioration of the freight rate situation; 
assume there was a large body of that public opinion; it 
is conceivable, isn't it? 

A, There are a large number of shippers. I do not 
understand that in the preceding cases the shippers have 
come forward objecting strenuously to the increases in 
rates, 

Q. I know, but surely, now, you are sufficiently 
broad-minded to egree with me that there may be some 
people in Canada today that are carrying a large 
burden of freight rates that think thet this may be a 
solution? 

A. Well, I might argue with you as to the large 
burden of freight rates, because there is a question there 
as to whether thst is burdensome end as to their return 
from their industriel, commercial, agriculturel, mining or 
other operations, whether that freight rete is a large 
burden or whether it has become s lesser proportional 
burden than their other costs. 

COMMISSIONER ANGUS: Mr. Frawley, 2s you use the 
word "cost", is the interest which the Government of 


Cenade hes to pay to its bondholders on these vast sums 
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that you have mentioned, 2 cost or is it not a cost? 

MR FRAWLEY: Well, I wonder, sir. It is money 
paid out, I Suppose, every year, 

COMMISSIONER ANGUS: When you sare examining the 
witness it seems to me there is 9 certain ambiguity there, 
as to services at cost or Services at less than cost, and 
So on. Is there s cost there, ss you have been using the 
word in the last five minutes? 

MR FRAWLEY: Well, I certainly meant that it was es 
dollar payment and a dollar drain on the taxpayer of 
C.nadsa to pay out, even the $300 million that Mr. Gordon 
wants in this plan, and there has been a dollar drain on 
the taxpayer for the interest paid in guarantee of branch 
lines, 

Q. It has cost the people of Canada money, at least, 
hasn't it? 

A. That is so, 

Q. Moneys have been paid, many dollers have been 
paid out? 

Ba wanes is rift, 

COMMISSIONER ANGUS: Is thet part of the cost of 
the Canadian National Railways , as you use the word? 

MR FRAWLEY: Well, it may be pert of the so- 
Called ‘property investment in the Canadian National Rail- 
weys, that is true, 

THE WITNESS: Well, we get into a little adiffi- 
culty there, Mr. Frawley, don't we, when we look at a 
question of whether 9 cost is 2 capital cost in which there 
is a real asset and 9 real investment, or whether we have 
an annual operating cost which has to be met. There are two 
items; that is, there are capital costs or capital ‘invest- 
ments which have to be meade, and there are also the operat- 


ing costs from year to yeer that have to be met, 
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MR FRAWLEY: Q. Let me put it this way, perhaps, 
I do not know whether this is too nerrow an example or 
not, but here is 3 Shipper or 3 receiver of freight in 
Alberta who has to pay $2.58 to bring 100 pounds of canned 
goods from Eastern Cansds to Edmontcn or Calgary. Let us 
assume thet man, Now, at the end of the year he has to 
pay something else in his income tax for the deficits of 
the Canadian National Railway. That is 2 foir Statement? 

A. That is true, yes, 

Q. Now let us Suppose that man, and perhaps hundreds 
of thousands like him, Say, "Well, now is the time to 
Stop, now is the time to take the Canadien National, re- 
habilitated in the fashion Mr. Gordon Suggests, and, if 
you please, make them the yardstick for Canadian freight 
rates from now on." All I om putting to you is that there 
mey very well be a body of that opinion? 

A. I would think so. As a matter of fact, I said I 
believe that if there were Substantial surpluses in the 
Canadian National based on this low fixed charge require- 
ment of $15 to $17 million, I thought that there would be 
interests that would ask thot the Canadian National be made 
the yardstick, 

Q. All right, Now let me come to the point--- 

THE CHAIRMAN: Isn't thet the very thing thet the 
Canadian Pacific Railway is afraid of? 

MR FRAWLEY: Yes, my lord. 

THE CHAIRMAN; The thing that you are conjuring up 
is a natural consequence. 

MR FRAWLEY: Now, my lord, my next question will 
indicate the point of my cross-examinetion,. 

COMMISSIONER ANGUS: Before you come to that, Mr. 
Frawley, I am efreid I must try to get a more specific 


enswer to my question. When you said thet a public utility 
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dims at giving service at cost, do you include in the cost 
the capital cost of acquiring the public utility? 

MR FRAWLEY: Well, I would think SO, Sir. Take 
something thst I know Just a little bit about, the Alberta 
Government Telephones, The rates on the Alberts Government 
Telephones are not fixed to Supply revenues for the Govern - 
ment of Alberta, revenues for the Provincial Treasurer, at 
the end of the year, like the liquor business, for instance. 
That, very roughly, is my point, sir. They ere not seeking 
2 profit out of selling telephone service to the people of 
Alberta, 

COMMISSIONER ANGUS: Are they seeking to get 
from the people who use the telephones the money which 
they will have to pay in interest on the bonds that they 
have issued in order to acquire the telephones? 

MR FRAWLEY: Ma, yes, sir, Af they have issued 
bonds they must Service sll their debt sand so on; but over 
and above that, Sir, they pay no dividends to the Provincial 
Treasurer of Alberta, nor are they supposed to. Now, whe- 
ther it is s point or not, sir, thet is all I am seeking to--- 

COMMISSIONER ANGUS: ‘To take another example, the 
British railways recently acquired; the rates sare to be 
fixed, I think, so as to enable them to pay interest on the 
cost of acquiring the railways, plus I think 3 fund for 
amortizing it, 

MR FRAWLEY: I saw something like thet in Mr, 
Norman's statement. I think thet point is dealt with there, 
sir. 

Q. Now, Mr. Northey Jones, suppose that this Commission 
and that the majority of the public opinion in Canada has 
quite the contrary view to the one that I Just put to you, 
énd they seid, "No, that must not be. The Canadian Pacific 


must not be put to the wall, with 911 the consequences," and 
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suppose that I sm now putting it to you on that basis, 
that that situation Cannot be slloweda? 

A. Right, 

Q. Now, I put it to you again, what is the Canadian 
Pacific Railway Company Willing to do about that, do you 
know? 

Axe Well ,. presume that the Canadian Pacific is going 
to go shesad ana furnish a Splendid form of transportation 
Service, steadily increasing the availability of Service, 
the speed of service, the convenience of service, I am 
talking sbout freight oRECH Ph now--- 

Q. Yes, but, Mr, Northey Jones--- 

MR CARSON: Let him finish, 
MR FRAWPLEY: Q. If you have Something to finish, 


yes, 


(Page 20572 follows) 
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that trans ortation 
A. And that it will furnish {So tat were the 


years that it will increase its efficiencies and its 
Economies so that, depending on price levels, rates which 
might otherwise have to €0 up would either not have to go 
up or not go up as much because of giving a more efficient 
transportation service, For that reason therefore, I 

Say it is in the interests of the people of Canada, to 

get that more efficient Service, that the Canadian Pacific 
be in a position that it can raise the capital necessary 
to make those improvements which will make the economies 
Which will be a factor against the increasing of rates, 

Q. Yes, I know. But those objectives they have 
had for some time. Those are the same objectives they 
had when you were here a year and a quarter ago. 

A. That is correct. 

Q. What you have not stated is pretty well what 
you told us at that time. 

A. That is correct. 

Q. I am putting to you a different matter. The 
Canadian National has a new capital plan which is very 
alarming to the Canadian Pacific. It has possibilities 
of visiting disaster upon the Canadian Pacific. Suppose 
this Commission rejects it. What is the Canadian Pacific 
Railway willing to pay for being rid of this impending 
disaster? That is my point. 

A. I do not think that they should have to pay 
anything to be rid of something that is unfair to them. 

Q. That is all I want to know. You say that the 
Situation is just the same as if there had never been 
the Gordon plan at all? 


A. That is correct. 
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Q. That is your definite opinion? 

A. Yes, 

Q. So there is ° question about getting any good 
to the Canadian people out of rehabilitating the Canadian 
National, either directly or indirectly? 

A. Wait a minute. You asked me about the effect 
on the Canadian Pacific which is really what I am here 
to speak about. 

Q. Yes. 

A. Now you jump over and Say that there is no good 


at all to the Canadian people from recapitalization of 


the Canadian National. That jump I would not take, no. 
I think there is some good to be obtained. TI think that 
it is reasonable that the Canadian National should have 
a recapitalization plan. 

Q. With respect, may I Say that it is not my point 
now. You have agreed with me as to what good might come 
from making the Canadian National the yardstick in the 
way of lower freight rates. 

A. Yes. I do not consider that a good, necessarily. 

Q. You have said that it might very well result 
in some amelioration of the freight rates? 

A. No; some lowering of the freight rates, not 
amelioration of the freight rates. 

Q. All right, some lowering of the freight rates. 
Assume with me that we will not have that, that there 
are over-powering reasons why the Canadian Pacific must 
be kept, as it is, the yardstick for the Canadian freight 
rate structure. I ask you to assume that now. All I 
am saying to you is this. Must there be no change 
whatever? Must it still have its $66 million or $63 million? 


Do you not envisage any more stringent regulation of the 
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Canadian Pacific in the view of the C-nadian “people 
because we have abandoned the Canadian National as a 
yardstick? 

MR. CARSON: I wonder if the reporter will 
read back that question so that we can see how many 
questions the witness ig expected to answer, or perhaps 
Mr. Frawley will re-state his question. 

THE CHAIRMAN: The question is a bit long, 
but I think in the result in is not too obtuse. 

MR. FRAWLEY: Not for Mr. Northey Jones; not 
for a moment. It is more important that Mr. Northey 
Jones should answer it. 

MR. CARSON: Q. You understand that question, 
do you, Mr. Northey Jones? 

A. May I phrase it in my own words? 

MR. FRAWLEY: Q. Yes. You probably would 
anyway. 

A. Are the Canadian Pacific to be penalized if 
this Commission is to turn. down this request of the 
C.N.R. - - 

Q. I did not say "penalized". Is there any change 
at all? That is my point. I cannot put it in any 
Simpler form than that. Is there any change at all in 
the situation since the submission of the Canadian 
National's proposal than there was before or must the 
Canadian Pacific be looked at in the same fashion, as 
the yardstick, as before? 

A. I would say that the Canadian Pacific should be 
looked at in the same fashion in that it should receive 
a fair return. 

Q. You thimk that if the freight shippers of 


Alberta, for instance, represented by me, are willing 
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to say yes, the Canadian Pacific must be the yardstick 
because, after all, we believe in free enterprise and 
we do not want the Canadian Pacific to be put to the 
wall, because it has been a great institution in this 
country. Suppose the people of Alberta said that? 

A. I hope they will. 

Q. All right. Just assume now that that is what 
they will say. Perhaps you can do a little bit of 
reading between the lines; I do not know. But assume 
that is what they will Say. Do you say at the same 
time that they have no right to say to this Commission, 
"We are willlng to give up the Canadian National as the 
yardstick, with the hope that if we do, we would get 
Service at cost’ using that term broadly, and that they 
must just go along looking after the C.P.R. in the same 
tidy fashion as they have looked after it up to now? 
That is my question. What do you say? 

A. I am afraid I cannot give a direct answer to 
that Question. In the first place, I cannot speak for 
the Canadian Pacific on a question like that. It just 
comes down, it seems to me, to tiie ee you are 
asking is a quid pro quo for something, when all the 
Canadian Pacific is asking here, and has asked Per ye «| 
my Opinion, is that they be allowed to earn a fair 
return or earn their requirements. 

Q. That is right; and that those requirements 
must be their requirements as we see them now in their 
Annual Report? 

A. Yes; that there should be no recapitalization. 

Q. No change in fixed charges? 


A. No change in fixed charges. 
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9. The dividend must go on at 5%? 


I would say that was a modest dividend. 


eB) > 


You see nothing incumbent upon the Canadian 
Pacific if they have been Saved from this impending 
disaster, that they should look into - - 

MR. CARSON: Oh, oh. 

MR. FRAWLEY: My friend laughs. I am very serious 
about it whether my friend is or not. Here is the Canadian 
Pacific coming in and Speaking about this disaster. [If 
the people of Canada are Willing to see that this disaster 
does not take place, does the Canadian Pacific Railway 


make no quid pro quo? 


THE CHAIRMAN: You are putting your questions 
on that «foundation, and they are all right. 

MR. FRAWLEY: @. Have you a copy of the Annual 
Report there, Mr. Northey Jones? 


| A. Of the Canadian Pacific? 
re 


Q Jtiivep, 
A. Yes. 
Q. Will you look at the fixed charges there? 


MR. O'DONNELL: Is that Exhibit 268? 
MR. FRAWLEY; Yes, Exhibit ‘268. 
Q. Are you aware of the fact that one of the items 
in the fixed charges - and you can look at 1t; it is at 
page 32 -- that there is appearing annually on account 


is one 
of the Ontario and Quebec Railway over $900,000. It is 


down a little because of the favourable exchange situation, 
it used to be over $1 million. That is because of an 
ancient Statute and Agreement which requires payment at 

6% in perpetuity. Would you think that that perhaps is 


one of the quid pro quos that a fixed charge like that 
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should be renegotiated, even if the Statute has to be 
amended. 

A. I would think if there is a contractual right 
that the holders of these securities of the Ontario and 
Quebec Railway should receive a certain amount of money, 
the contractual right of those holders should not be 
abrogated by a statute of Canada, 

Q. We get nothing out of that, then. The fixed 
charges stay as they ore. That is one requirement. 

That is not changed as a result of the people of Canada 
permitting the Canadian Pacific to go along as the yard- 
stick, That is one change thet is not made. 

A, That 18 right,’ 

Q. And the dividend is 5 per cent. That is another 
change that is not made. 

A. I would say that that should not be made. 

Q. They must have the surplus that they ask for? 

A. I would say that -- 

Q. And it is $15.¢ million... It might be $17 million 
or $18 million next time, They are to get all that they 
ask for? 

MR. CARSON: That they ask for? 

MR. FRAWLEY: That is my question, that they osk for. 

THE WITNESS: I believe they should receive more than 
they have asked for, 

RR, FRAWLEY: That is even better. 

COMMISSIONER ANGUS: Q. Mr, Northey Jones, 
you have, I think, put the retained income from 
rail earnings for the Canadian Pacific - by implication 
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$23 million, have you not? I am calculating that in this way. 
Ten per cent on the ordinary stock would be $46,500,000, and 
you say 5 per cent might be paid out. That would leave retained 
earnings of half that. 

mA TOR et might. say. an enswer to that, Dr. Angus, that 
that capital structure On which those returns were figured 
and which I presented in the evidence a year and a quarter 
ago is not the existing capital Structure of the Canadian 
Pacific Railway but was a theoretical capital structure which 
I proposed as a goal which the Canadian Pacific might hope 
to attain in the future, of having one third debt, one sixth 
preference stock and one half common stock. Actually the 
Situation is different from that here in that there is a 
greater percentage of debt. 

Q. If they obtained that theoretical capitalization, I 
gather that you would consider retained income from rail 
earnings of $23,500,000 -- 

A. That is correct. 

Q. -- as appropriate? 

A. As appropryate, as compared with that $15 million 
in the present requirement. 

Q. And would you consider a surplus of a corresponding 
Size as reasonable for the C.N.R. to retain before ’ paying 
anything to the government? 

A I would think that a Surplus of somewhere between 
3 and 4 or 43 per cent of the gross revenues -- I think I 
stated yesterday that in our reorganizations in the United 
States these amounts of Sross revenues that may be retained 
for so-called capital funds vary between 13 per cent and 
4> per cent. I Suggested possibly 3 per cent or $15 for the 

) C.N.R., which is the 5.5 million. I think an their 


System that it would be conceivable that the amount might 
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be more than $15 million for the C.N.R. I think that is 

a matter of negotiation, after the Canadian National has shown 
figures that it would be able to Show, what amount would be 
reasonable as a capital fund » It would be somewhere in 

that neighbourhood, $15 million to $23 million. 

MR. FRAWLEY: Q. Then, Mr. NortheyJones, to sum up your 
evidence, you are of the Same view that you had with regard 
to the needs and requirements of the Canadian Pacific. as 
you were when you came here a year and a quarter ago. There 
has been no change whatever a8 a result of the submission: of 
the Canadian National Railways? 

A. Not as a result of the Submission of the Canadian 
National Railway. I think in talking or in answering Mr. 

Mac’herson yesterday, when he pressed me -- not 
unduly, I do not mean -- that there was no change at all, I 
Said that there was some change in markets today, and that -- 

THE CHAIRMAN: Q. Some change in what? 

A. Some change in markets; security markets. 

Q. Yes? 
A. And that perhaps the figure of $66 million which I 
had mentioned a year and a quarter ago was Susceptible to 
Some change on the basis that the figure I had given there was 
the amount necessary to attract new capital and that therefore 


it might be reduced to 2 figure of say $63 million. 


MR. FRAWLEY: Q. Yes. By and large there is no change 
in your position,dollar-wise, as to the Canadian Pacific Railway? 

A. Not significant, no. 

Q. No. 

A, Not that I want to say that $3 million is not 
Significant. Do not get me wrong about that. 

Q. So that if there are now people in Canada who have 
become enlightened to the point where they may see the 
possibility of having the whole freight rate structure lowered 
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by making the Canadian National the yardstick and they are 
Willing to give that up because private enterprise must 
be kept up, you Say that they get nothing for that; they 
are just in the same position as they were before; they 
just go on paying the Canadian Pacific's freight rates? 

A. I did not say, Mr. Frawley, that they were in just 
the same position they were in before. But I said that as 
far as the Canadian Pacific was concerned I thought that 


they were in the same position as far as the Canadian 


Pacific was concerned in that they should still be entitled 


to earn a fair return. 


(Page 20583 follows) 
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Q. That is what I mean. As far as you are able to 
interpret from your conferences with high executives of the 
Canadian Pacific that is how they feel about it, that they 
must be just allowed to 80 on precisely as they are, and 
that this plan of the Canadian National must be just 
brushed aside? 

A. I hate to repeat myself but I think I must be- 
cause I would not want the inference to be that the 
Canadian National proposal should be just brushed aside. 

I do not believe the Canadian Pacific has ever said, at 
least from my reading of the testimony here, that it 
Should be just brushed aside. I think they have been 
Sympathetic with it, and that they have said that they 
have no desire that the Canadian National should not be 
recapitalized provided they are protected, 

Q. But the factual position that the Canadian 
National pays no income tax and the factual position that 
the Canadian National pays no dividends must not be allowed 
to determine freight rates in Canada? 


A. No, they maintain they must have -- 


Q. That must continue? 
A. They maintain they must have a fair return. 
Q And that has been the continuing position of the 


Canadian Pacific, that the Canadian National's better 
factual position, once this absurd capitalization is re- 
duced, must have nothing at all to do with the determina- 
tion of freight rates in Canada? 

A. As far as the Canadian Pacific is concerned they 
must have a fair return. 

Q. And if there is any body of public opinion that 
voices any such feelings they must just change their mind? 


THE CHAIRMAN: What feeling, that they should not 


have a fair return? 
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MR. FRAWLEY: That the Canadian National could 
be made the yardstick for the fixing of rates.. 

THE CHAIRMAN: Regardless of the consequences to 
the Canadian Pacific? 

MR. FRAWLEY: That is true, 

Q. And if they are willing to abandon that view and 
go along with the idea that the Canadian Pacific must be 
kept as the yardstick you see no place at all for any 
amelioration of the freight rate burden? 

A, Not other than I have expressed before. 

MR. FRAWLEY: Thank you very much. 

COMMISSIONER INNIS: Would it not be fair to say, 
Mr. Frawley, that you are trying to determine the extent 
of this protection, the solidity of the protection and 
then how much the Canadian Pacific is willing to pay for 
it? 

MR. FRAWLEY: That is right; that is exactly 
right. That is what I am trying to determine through the 
mouth of this witness, and I am now faced with the fact 
that we are just at the same place we were before the 
Canadian National made the proyssal so far as the witness 
is concerned. 

COMMISSIONER ANGUS: Would that not come very 
close to depicting the Canadian taxpayer as a sort of 
Hitler, in other words, what will you give me not to give 
you a kick in the pants? 

MR. FRAWLEY: Except I think there are a lot of 
people, and particularly out in the country where the 
freight rates are paid and paid heavily, to whom it 
probably seems too bad that the railway which we ow 
cannot be the railway which determines the rates we pay. 

THE CHAIRMAN: While you are on that point, I 


notice that among the dire consequences which the C.P.R. 
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foresees is the one that all railways may become 
government railways. 

MR. FRAWLEY: Yes, my lord, 

THE CHAIRMAN: They say there is a possibility 
that the C.P.R, might have to be taken over by the govern- 
ment and supported by the taxpayers? 

MR. FRAWLEY: Yes, 

THE CHAIRMAN: They Say that would arise unless 
they are allowed to have a fair return. 

MR. FRAWLEY: Yes. All I say is that we will 
give them that. We will go along with them on that. 

We will allow them to remain the yardstick. 

THE CHAIRMAN: Will you allow them to have what 
they call a fair return? The word "fair" of course is 
a word that is rather flexible. Your idea of a fair 
return might differ from that of Mr. Northey Jones. 

MR. FRAWLEY: Oh, yes; I can Say at once that it 
does. I am only seeking to ask the witness and not to 
propose anything, I am only seeking to ask him what he, 
as certainly the chief adviser on this point to the 
Canadian Pacific -- he is No. 1 in the batting order any- 
way -- thinks that the Canadian Pacific might be willing 
to give to the people of Canada in order to get this 
protection about which they are so fearful. 

THE CHAIRMAN: Can you define the word "give" for 
me? 

MR. FRAWLEY: This is just something that comes 
into the minds of the people. Suppose the people of 
Canada were told that the dividend rate was not going to 
be 5 per cent any more, that it now looked to them that 
5 per cent under those circumstances was too much, that 
the fixed charge of paying 6 per cent in perpetuity in 


one class is too much, that the house must be put in order 
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because they have been saved from disaster. That is 
their case before this Commission, but apparently they 
are so self-confident that they offer nothing. They 
merely: say Tt 1a aBBtrd that the Canadian Pacific must 
be saved at all costs. I say maybe not at all costs, 
that maybe some amelioration of the freight rates in Canada 
Should be one of the first considerations. 

THE CHAIRMAN: Would you recapitalize both the 
Canadian National and the Canadian Pacific? You are 
getting pretty close to that. 

MR. FRAWLEY: That might be a consequence. [I 
Say quite seriously that there certainly is a large 
body of opinion. My friends feel so sure about Lv; DUS 
they may be terribly surprised. There may be a large 
body of revulsion of public opinion that, if the Canadian 
National is recapitalized and put in a better position, 
it should not be used as the yardstick, and that things 
must go on just as if the Canadian National had never 
been recapitalized. What good is recapitalization 
if after it is made things have to remain as they are now? 
We will hear from the Canadian National. I am only 
fighting their battle because I am interested in the 
people of Alberta who have to pay these monstrous 
freight rates because the Canadian Pacific must be the 


yardstick. Thank you, Mr. Northey Jones. 


CROSS-EXAMINATION BY MR. O'DONNELL: 
Q. Mr. Northey Jones, will you please turn to 
page 18 of your statement? 
A. Yes, Mr. O'Donnell. 
Qe You have two figures there in the first full 


paragraph, $47,500,000 based on a return of 4 3/4 per cent 
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and $66,600,000 based on a return of 6 2/3 per cent on the 
Canadian Pacific property investment, I take it. Those 
two figures are after income tax? 

fe; That is correct, May I interject, Mr. O'Donnell, 
that those figures are not based on a return of 4 3/4 per 
cent. The Board's finding was based on a requirement 
which is equivalent to 4 3/4 per cent. 

Q. You say: 

"4 + . or a return of 4 3/4 per cent on the 
approximate billion dollars of capital in- 
vested in the railway enterprise" .., 

A. That is right. I just wanted to be clear that 
the finding was not based on a 4 3/h Ans tava return theory. 
Q. But the computation is that 4 3/4 per cent on the 
approximate billion dollars of capital invested in the 
railway enterprise would give, after income tax, the 
amount of $47,500,000? 

A That is right. 

Q. And likewise the $66,600,000 would be the 
earning after income tax on a return of 6 2/3 per cent? 

fis That is right. 

Q. And all this is suppositious and merely for 
the purpose of illustration? 

A. Correct. 

Q. It is preceded by the word "if" as many of your 
proposals and suggestions are throughout. It is purely 
argumentative and illustrative? 

A. That is right. 

Q. If the $47,500,000 is after income tax I take 
it we could agree that that sum, after deduction frem 
it of fixed charges, would be about $11,700,000 less, 
the fixed charges as found in that Judgment to which you 


refer being $11,700,000? 
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A. $11,700,000, and it being a proportion of the 
$14 million plus fixed charges of the C.P.R. 
Q. I think you will find it on page 7 at the top 
of the page and again on page 14, 

A. Yes 

Q. So that after deduction from that sum of 
$47,500,000 the result would be an approximate surplus 
after fixed charges in the first instance of about 
$35,800,000? 

AG Correct. 

Q. And with respect to the second figure, 
$66,600,000, it would be an approximate surplus after 
fixed charges of about $54,900,000, deducting the same -- 

A, Deducting the same fixed charges of $11,700,000 
which are only a proportion of the Canadian Pacific's 
fixed charges of $14,543,000. 

Q. But those fixed charges as found by the Board 
at page 7 and again at page 14 of the judgment rendered 
on the 28th of February, 1950 -- 

THE CHAIRMAN: What judgment is that? 

MR. O'DONNELL: That is the 16% case, It is 
the final disposition or determination of the 20% case 
which fixed -- 

THE CHAIRMAN: What do you call it commonly? 

MR. O'DONNELL: I have called it the 16% case, 
I think that is generally accepted. It was originally 
an application for 20% and it was granted to the extent 
of 16 per cent, and in that connection -- 

THE CHAIRMAN: Rendered when? 

MR. O'DONNELL: February 28, 1950. Incidental- 
ly in connection with that case your lordship and the 
other Commissioners will remember that there is a further 


application pending before the Board at the present time 
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for the granting of the additional -- 

THE CHAIRMAN: What page is it? 

MR. O'DONNELL: I referred to page 7 and page 14 
concerning the computation of the requirements of the 
Cap and particularly the figure of fixed charges to 
which I have just referred, 

Q. Now, Mr. Northey Jones, in order that this 
approximate surplus of $35,800,000 after income tax and 
fixed charges should accrue to the Canadian Pacific have 
you made any computation of the additional increase in 
freight rates which would be required to produce that 
figure? 

A. No, I have not, Mr. O'Donnell. 

Q Well, are you aware of the fact that even if the 
full 20% were to be granted, that is the additional 4 per 
cent that is presently under consideration by the Board 
of Transport Commissioners, that that would not produce 
the figure of $35,800,000 or your other figure of 
$47,500,000? 

A. I understand that to be so. I have not made 
that computation, but I understand that is so. 

Q. Under my instructions it would require an in- 
crease of 5 per cent at least. Would your answer be the 
Same in connection with the other figure of $66,600,000 
after income tax, or an approximate surplus of $54,900,000 
after deduction from that figure of fixed charges? Have 
you made any computation there as to what additional 
freight rate increase would be required to produce such 
a surplus? 

A. No, I have not. 

Q. Again under my instructions the rates would have 
to be increased by approximately 24% over the present 


16%. I wonder if you would be good enough to make that 
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computation and check it at your convenience? I am 
Speaking in round figures only, and if you find it is 
out of line you might have counsel advised. 

MR. EVANS: I wonder whether Mr. JOnes igs 
Capable of Calculating that unless he goes to the exhibits 
from which the Original figure igs derived. 

THE CHAIRMAN: Just What is your proposition 
again? 

MR. O'DONNELL: My question to Mr, Jones, my 
lord, was whether or not he could tell the Commission if 
the figure tnat I am instructed is the figure -- 

THE CHAIRMAN: What figure? 

MR. O'DONNELL: 24%, in order to get this sur- 
plus after income tax and after payment of fixed charges, 

THE CHAIRMAN: The surplus of $66,000,000? 

MR. O'DONNELL: Yes, referred to on page 18 of 
his statement. In order to get that, the efficiency of 
the operation and all other matters being constant and 
things being as they are at the present time, to provide 
$66,600,000 after Payment of income taxes, or an approxi- 
mate surplus of $54,900,000 after payment of fixed charges 
there would have to be an increase in freight rates as 
at present of 24%, and the 16% which has been recently 
granted would have to be increased to 40%, 

THE CHAIRMAN: Are you saying you are instructed 
that? 

MR. O'DONNELL: Those are my instructions, and I 
am asking Mr. Northey Jones to check that at his conven- 
idence, and if he finds it is wrong he can advise the 
Commission through counsel. 

COMMISSIONER INNIS: Yesterday Mr. Northey Jones 
Suggested that he revised that figure downward to 


$63 million. 
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THE WITNESS: Yes, sir. 

THE CHAIRMAN: Q. Instead of $66,600,000? 

A. Yes, I would suggest if that Question could be 
asked the Canadian Pacific accounting people rather than 
myself -- 

MR. O'DONNELL: I have no objection. I assume 
for the purpose of convenience they will do it for you, 
and that will end your trouble. 

THE CHAIRMAN: In doing it the figure to be used 
would be $63 million instead of $66 million, 

MR. O'DONNELL: That is quite all right. I have 
no objection to the -- what was your figure? 

THE WITNESS: $63 million, A rough calculation 
is that means in respect of $47,500,000 an increase of 
$15,500,000. Because I am not wholly familiar with just 
what types of traffic would bear that rate increase and 
the proportion that would bear no rate increase under 
the Crows Nest Pass agreement and other things, I could 
not of my own knowledge tell you at all what rate increase 
would be necessary to produce the extra $15,500,000, but 
I shall consult with the Canadian Pacific accounting people 
and see what their computation is as to what would be 
necessary, all other things remaining equal. 

MR. O'DONNELL: Q. That is right. 

A. Although I said I expected there would be some 
increase in efficiency. 

Q. I am taking the position as it is today. 

ae Right. 

Q. And all other things being constant I am putting 
the proposition to you on that basis. You mentioned 
that figure of $63 million -- 

MR. CARS@®N: I wonder if you would mind letting 


us have your working papers showing how you arrive at 
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that figure, 

MR. O'DONNELL: I shall be glad to do that. 

MR. CARSON: I don't know if Mr. Jones can 
very conveniently do that. 

MR. O'DONNELL: I am putting it to you. You can 
check it at your convenience, and if my instructions are 
wrong you can inform the Commission. 

MR. CARSON: I just thought that as from one 
person to another you would let us have your working papers. 

MR. O'DONNELL: Oh, yes. I shall be glad to 
have our representative confer with his man. 

THE CHAIRMAN: It will expedite matters. 

MR. O'DONNELL: Certainly; I have no objection 
ae: ali, 

COMMISSIONER ANGUS: You spoke of a figure of 
5 per cent. That was in addition to the 20 per cent, 
was it? 

MR. O'D@NNELL: The 21% case has been disposed 
Or, That is in these figures, and in addition to the 
21% the Board granted a 16% increase, and presently has 
pending before it an application for the remaining 4% to 
make it 20%. 

COMMISSIONER ANGUS: Yes. 

MR. O'DONNELL: There is only 4% under considera- 
tion by the Board at the present time. My suggestion to 
Mr. Northey Jones is that even that 4%, making a total 
of 20%, would not be sufficient to produce this approximate 
Surplus we have referred to of $47,500,000. 

COMMISSIONER ANGUS: Would it need 5% in addition 
to the 4%? 

MR. O'DONNELL: No, one per cent over to produce 
that particular figure, but when we get to the figurte 
of $66,600,000, on my understanding it would require 
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approximately 24% over the 42, 

THE WITNESS: Over the 4% or in place of the 4%? 

MR. EVANS: Perhaps my ..friend would point this 
up by saying what attitude his company would take. 

MR. O'DONNELL: I will point it up in due time. 
I am merely trying to end with Mr. Northey Jones as 
quickly as I can. I have only a question or two more, 

I assume we will have to argue about it later, 

MR. EVANS: Are you Opposing an increase to 
give us a fair return, Mr. O'Donnell? 

MR. O'DONNELL: I do not think we have ever 
Opposed any increase that would give you a fair return, and 
I do not think we ever will. 

THE CHAIRMAN: In any case are not these - 
figures here being used for this purpose? Whether you 
take the figure of $47,500,000, which the Board took, or 
the larger figure of $63,000,000, as it now is, which Mr. 
Northey Jones puts forward, in either case it seems 
reasonable to suppose that the Canadian National should 
earn at least $50 million a year before income tax. 

MR. O'DONNELL: That is what I am getting back 
to; that is right. 

or Taking that other figure you used of $63 million 
after income tax, if we in that case deducted the fixed 
charges that would leave an approximate surplus after 
fixed charges, using that particular figure, of about 
$52 million? 

A. Using again this Board figure for the fixed 
charges, and the Board says, "By adoption of the 
revised formula for the apportionment of fixed charges", 
and which is only a part of the fixed charges of the 
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Q. I am assuming that is constant in each one of 
these cases, and all that is changed is the earnings. 

A. Right. 

Q, In the case of the figure of $63 million after 
deduction of fixed charges the figure would be roughly 
$52 million? 

A That is correct. 

Q. I take it likewise in this case you have made no 
computation of the increase in freight rates which would 
have to be put into effect to produce that figure of 
$52 million? 

ay That is correct, 

Q. Now, using the same percentage of freight rate 
increases, or the same rates of return, have you made 
any estimate of the Canadian National net earning after 
fixed charges on their adjusted basis, and after payment 
of income tax on the same basis that the Canadian 
Pacific tax is paid? 

A. I have not made any such estimate. There are, 
aS I understand it, certain computations in the record 
which I have read. 

Q. You have not made them? 

A I have not made those, no, sir. 

Q. Then, would you please tell me how you arrive 
at the figure of $35 million on page 18, and the figure 
over on the next page of $60 million which is a supposi- 
Toei. b cake 3. You say: 

", , . it seems reasonable to suppose that 

the Canadian National with its larger system 

and greater gross revenues, should earn at 

least $50 million a year before income tax." 
Again you have not pursued this supposition, and you are 


putting it forward for the purpose of illustrating your 


argument? 
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A, That is correct, 

Q. You have made no -- 

A. That is, of course, a figure of $50 million on 
$500 million of Bross revenues, and it would mean that 
the operating expenses would consume 90 per cent and 
that there would be 10 per cent left over, 

Q. That is a rough rule of thumb calculation but 


-not based on any Study that you have made? 


A. No. 
Q. Then, please tell me if you have made any 
study -- I assume you have not -- in arriving at that 


figure of $35 million? 

Ry The figure of $35 million is 2 derivative from 
the $50 million. 

Q. Again it is made Simply as 2a matter of arithmetic 
and without any study of the details? 

A. Without any study of the details but with some 
estimation of or some consideration of what the growth 
in traffic in Canada may be, and some consideration of 
what economies and Savings may be, and some consideration 
of what may result from rates which have been asked for, 

Q. With respect to growth of traffic in Canada 
I think you said very fairly and frankly that in so far 
aS Canadian National is concerned you are prepared to 
leave that to the judgment of the officers of the 
Canadian National who have full information and details 
concerning that? 

Bis Yes. 

Q. And whose judgment you thought was better in 
the circumstances? 
THE CHAIRMAN: What ‘a tad Mr. Northey Jones is 


prepared to leave to the discretion of the management? 
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MR. O'DONNELL: His estimate as to the growth. 

THE WITNESS: The estimate of the growth of 

traffic for the Canadian National. 

MR. EVANS: I do not think my friend puts it 
quite clearly when he Says that Mr. Northey Jones said 
he would leave it to their discretion. 

MR. O'DONNELL: We will let the record speak 
for itself. 

THE WITNESS: Mr. O'Donnell, maybe to clear 
this up, I want to be fair about this, I said in my 
Judgment as a man from the United States that in my 
opinion railway traffic in the United States in the 
1950's would be larger than in any decade except the 
40's, which included the war, and that in Canada I 
thought the 1950's would exceed any decade except the 
1940's, and might even exceed the 1940's because you 
have less truck competition in Canada than we have in the 
United States, and you also have an expanding economy 
up here so that your traffic is growing. Then I think 
Somebody asked and I then said that as to actual details 
of estimates of the volume of traffic which will move in 
the 1950's the officials of the Canadian National are 
much better able to estimate than I as to what that volume 


will be. 


(Page 20598 follows) 
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MR O'DONNELL: Q. TI haven't any quarrel with 
that, and the record will Show, I think, thet that is 

A. I think that Streaightens that out. 

Q. We can egree, I take it, right away thet the 
economy of Canada is on 3 different level to that of the 
United States? 

A, That is right; but also I would say that your 
percentage of expansion is probably grester, 

Q. We have a better chance, possibly, to expands; on 
the other hand, we may not, and nobody knows? 

A. Well, there are signs of it at least, I mean 
Signs of it in Alberts with oil, and there are signs of it 
in the east with iron, 

Q. But, in any event, getting back to what I heve in 
mind, we agree that the economy in Canada is on e different 
level; we have a different level of freight rates, for 
instance? 

A. Correct. 

Q. Different levels of remuneration for labour, and 
we have different prices throughout our entire price 
structure? 

A. That is correct. 

Q@. And now with respect to truck competition, you say 
that you have more of it in the United States, and I assume 
that is correct, as at this point, but you are aware of 
the fact that truck competition in Canada has grown 
tremendously in the last few years? 

A. Yes, 

Q. And it is expected to grow more, is it not, on the 
information that you have -- or have you sny information? 

A. Well, I have not real information on that subject, 


I would venture 3 guess that it might continue to grow, 
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Q. And as to the effect of that type of thing as 
well as these other matters of the differences in levels 
of the economy, you very frankly said you thought -- on 
my interpretation, at least -- that in so far as the 
Canadien National Railway wes concerned, its officers 
were in a better position to judge those over-31l effects 
than you sre? 

A. Well, I think I was 3 little more specific, that 
I thought that the officials of the Canadien N tionsl were 
better sable to estimate the traffic potentialities than I 
wos. 

Q. Well, that is good enough for my purpose, 

My lord, in so far ag I am concerned, Mr. Northey 
Jones! testimony, as he very frankly agrees, and es his 
Statement shows, is largely 3 matter of argument, and, 
a8 was suggested yesterday by your lordship to Mr. Mac- 
Pherson, I think that it might be more satisfactorily dealt 
with in argument, snd accordingly I will not detain the 
Commission--- 

THE CHAIRMAN: What I was trying to point out to 
Mr. MacPherson yesterday was thet all thet is advanced on 
page 18 is preceded by an "if", 

MR O'DONNELL: That is right; and there sare 
thirty-five or six "if's" throughout the statement. That 
is what makes me say it is largely argumentoetive, 

THE CHAIRMAN: If the Canedian P cific remains 
the standard, then in that case whether you take the 
$47,500,000 or the $66,600,000, now reduced to $63 million, 
which Mr. Northey Jones says he testified before the Com- 
mission was the proper figure, in either case he says the 
C.N.R. under its projected recapitalization, with its 
larger system end greater gross revenues, should earn at 


least $50,000,000, 
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-20600- Mr, Northey Jones, cr-ex, 


MR O'DONNELL: ‘That is whet he thinks seems 
reasonable, That being the case, I will not detain 
Mr. Northey Jones or the Commission longer with respect 
to that. I know he is very enxious to get away. 

THE CHAIRMAN: Probably -- I don't know -- maybe 
you will argue later that this is en erroneous conclusion, 

MR O'DONNELL: Yes, my lord; end I may have some 
brief evidence to adduce to Clarify one or two points re- 
ferred to there, 

I thank you very much, Mr. Jones, 

THE WITNESS: Thank you, Mr. O'Donnell, 

THE CHAIRMAN: ‘Anybody else? 

MR CARSON: I have one or two questions in re- 
examination, my lord, 


THE CHAIRMAN: All right, Mr. Carson, 


RE-EXAMINED BY MR CARSON: 

Q. Mr. Northey Jones, yesterday ‘right after the 
luncheon sdjournment Dr. Angus put two or three questions 
to you, to which T would like to direct your attention, 

At page 20496 he was asking you sbout the wege for capital 
that was necessary to raise money in the money markets, and 
then sbout two thirds of the way down the page he put this 
question that I read: 

"Q. So that the effect might be, I think, to have 
quite an appreciable increase in railway rates in order 
to enable the Cenadisn Pocific to acquire a relatively 
Small amount of capital? 

"A, That, Dr. Angus, in the case of the Canadian 
Pacific, just the extent of that increase in rates, is 
8 question. There is not only the increase in rates, 
but there sre the economies in operation end there is 


the possibility of s growth in business in the number of 
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-20601- Mr. Northey Jones, re-ex, 


ton miles hauled. In addition, in the Canedisn Pecific 
they are, in 3 wey, in a fortunste position in having 
8 substantisl Other Income, and the market price of 
their stock is dependent not only on the rsil income, 
but also a big factor in it is what they get from 
Smelters, so that ectually to sell Canadian Pacific 
Stock at 25, the ability to do that may be helped 
greatly by the Other Income coming from Smelters," 
Coming back particularly to the way Dr. Angus put his 
question, thet the effect might be to have quite an 
appreciable increase in railwey rates in order to enable 
the Canadian Pacific to acquir e a relatively small 
amount of capital, have you given eny more thinking to 
that over night, Mr. Northey Jones? 
A. Mr. Carson, I think I might expand my answer to 
Dr. Angus, to the effect that an increase in rates to 
acquire a relatively small smount of capitel, that increase 
in rates would not be only for that purpose, but that there 
Should be a fair return at all events on the capital that 
is in the : enterprige now, and thet if there is to be that 
fair return, then the railway will be put in a position that 
it can get relatively smsll or maybe lerger amounts of new 
capitsal, 

COMMISSIONER ANGUS: I think perhaps my question 
was directed to this, thet the argument for the Canadian 
Pacific seemed to rest on two bases. One was necessity -- 
"We cannot get capital unless we cen meet the market rate," 
The other was fairness -- "It is fair thet our shareholders 
Should get this return on their investment." Now, I tried 
to separate those two things so that we should not be con- 
centrating on necessity if the essere of the matter were, 


és Mr. Northey Jones says, fairness. 


MR CARSON: Q. Whet do you say as to thst? 
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~20602- Mr. Northey Jones, re-ex, 


A. My enswer to that, Dr, Angus, is that I would 
think that both elements have to be considered -- that is, 
fairness to the existing Stockholders, end the necessity 
of meeting the market in Obtaining new capital. 

Q. I gather your view is that if a fair return was 
made to the existing Stockholders, the other will follow, 
that they will be able to raise new Capital? 

Ay inay is correct, Mr. Corson, 

MR CARSON: Does thot clear it up? 

COMMISSIONER ANGUS: Yes, I think perhaps the 
point will come up in argument later, It Seemed to me 
throughout thet the Canedian Pacific case, by stressing 
necessity, had rather avoided having to produce as much 
argument as they might otherwise have to produce on the 
point of fairness, 

MR CARSON: I do not think that was intentional. 

It may have been st @ particular moment in s perticular 

discussion that one point or other received emphasis, and 

it may be that over all more emphasis ‘has been given to one 

than to the other, but we do not draw a distinction. Mr. 
Northey Joneshas said both are of importance to the Canedian 

Paci Tio 

COMMISSIONER ANGUS: I was trying to enforce the 
distinction by a hypothesis that met the necessity, and then 
leave fairness to stand on its own merits. 

MR CARSON: Yes. Well, I wanted to get any further 
thinking Mr, Northey Jones had on it, and I do not think I 
Can develop it any further st the moment. 

@. Now, one other question that was put to you by Dr, 
Angus, commencing st the bottom of pege 20497 and running on 
to page 20498, He was asking you about the possibility of 
the Government buying stock in the Cansedisn Pacific. Then 
twoards the end, at the bottom of poge 20497, Dr. Angus, 
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-20603- Mr. Northey Jones, re-ex, 


having put thst hypothesis, put this to you, 

"Now, would you consider an srrangement of 
that sort -- ond if this is not 9 fair question, do 
not answer it-- would you consider thst an errange- 
ment of that sort was unfair or unjust to the 
existing shareholders? 

"A. This is my ow Opinion. I would not think 

that an orrangement of that sort would, of itself, 
as far as a financial transaction, be unfair. The 
question might arise that if the Government were to 
buy this stock at 25, would they expect to get a 
return on that? If the Situation were to arise that 
the Government would not expect to get a return on 
that, and by their not expecting to get a return on 
that $25.00 per share they put in, resulted in the 
other common stockholders not getting 9 return on 

that investment, I believe that the other stockholders 

would feel that they were not in 2 good position, 

"Q@. I can see that. But for the Government to 
expect to get something of the order of 4% does not 
require as high a level of rates as for the stock- 
holders in general to expect to get something of the 
order of 6 2/3%? 

"A. That is correct, sir," 

Now, have you given any more thought to that subject of 
discussion, Mr. Jones? 

A. Well, I think that enters really the same point 
that we have just been discussing, that if a stock were to 
be sold to the Government at $25 2 share, that should not 
be the means of avoding the old stockholders being sble to 
receive ae fair return on their investment. 

Q. Then when you were being cross-examined I think by 


Mr. MacPherson in connection with recent financing, Mr. 


et ee nants ner pbsapssinnars ia 
' hoe sSeneohindentite, smbteeae, sada ‘< 
eshelnds Joub ison T “ene oreo ab. nati fe. lb eae mor 
Thee 23 20, DLO yon) Pati 2a dramccegcrOre-np eS ten? a 
set . -yube ead atpatos pares Taonent waermeres m 7 


? 
ROMs! SBP te VERN iis Fe Pb No wp. Aiea oth. a>. Srehtze- amiaeiatce bar noseeny " 7 
J RSQ OF; SOGRRA MONTE FMAM, GOH tai Revere: pasidyrend ef °° 


nao aL ae DS, Des tee die: Re th Tr gaat rae" 


io preaten. ye 2 bi Speen tote aimow: Seemarevod- OA |, 


yo Ot MILT OOGRe: Tom MR hag, bas IRA vega ly 
att ot Sodivees, git dee yeas arene seg: Or POG 28H pay” 


ez si SRT 2 Ae Oe ae HS a : i TORS TO Po ie areb Lag sinads TORRE O cs Tost o y Carn 


4} 
setebladootae- nates edd: tea? ovegied: T, ,taomisow al: Tadd). 4) 
apptiines: bees. aatlswos WAM CREE EOS, 99 idLyow ree Fea, | 
oe a eTS NS AG 4s itl “* ay po" 3 ae FR the ee: BO 2 = o> na" , : 
w ; im 
¥ 
i 


>. y§btte Bapb Re Tae abto eat to. gradings ogc ad. Poages 
~tHG076 phd ‘'sQtw ih toaged: FoLdeve ls -Tgkt se SALUR OT ” i 
att to ng tadasoe- ten 198 Fosdne os) heusnea ae: erebson - Pye 
VRS Date, swobao | 


"eke, ptheeoon: edo deet: a AP ‘ 


i 
f 


eR cy EGC LARS - OF 7s sanich AO pas. erie angie 
| | ae haan sill, wipheeneckd a 
' -sietdoq eageretiyl feats ssagns sgetiah HebGS . Z, roca soil | 
Set gras. tigte- e1 TL og yuseoous aeboumeme 

) on: Skuene wast penwde- Stee 
hhpaggoned, stance Fa" 
: Vr 
eal Li, DAG adke So 2E9s aici: Fahy 


RND 


-20604.- Mr. Northey Jones, re-ex, 


O'Donnell pointed out thet the rate on the recent issue 
was 3-1/8 per cent, Have you anything to say sbout the 
factors that effected that rate, Mr. Jones? 

A. Well, I think the factors that affected that 
rate that the Canadian Pacific Was able to obtain were 
the fact that this Obligation is backed by the general 
credit of the Canadian Pacific, which includes its 
investment sand earning not only in the railway enterprise 
but in its Other Income from its holdings in Smelters snd 
other enterprises. [It is also affected by the fact that 
there are pledged to Secure these twenty-year bonds, 
Conedian Pacific perpetual debenture fours in an amount in 
excess of the priccipal amount of these bonds, and the 
Canadian Pscific was further sided in being able to Bet a 
favourable market reception to its issue because there is 
& speculative feature in the issue, in that the bonds are 
convertible into Canadian Pacific Stock, and there is some 
chance, some hope, at some time that the Stock will sell 
Over 25, and if go there will be 2 profit there, 

Q. Then, Mr, Jones, someone put a question to you 
yesterday -- I am afraid I have forgotten who it was -- 
that dealt with the cost of money today, and your answer 
rather, as I Pedalinits developed that you were thinking more 
about the cost of debt money today, and I om not Sure whe- 
ther you saiga anything about the cost of equity money today, 
Have you anything you would like to say on that? 

A. I went into the cost of debt money, 

THE CHAIRMAN: What are the two classes of money? 

MR CARSON: Debt money and equity money, 

THE WITNESS: In other words, the sale of bonds as 
Compared with the sale of Shares, I did not go into the 
question as te the sale of shares, but we see that today 


Canedisn Pacific Stock, which earned a little under $2 last 
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-20605- Mr. Northey Jones, re-ex, 


year, $1.93 93 Share, dependent og it Wes upon their Other 
Income, the price of the stock is sbout $18, or it is 
Selling about 9 times earnings, or, expressed in e percent- 
age basis, it is on an ll per cent earning basis, 

Now, the Atcheson, Topeks & Sante Fe, which is 
one of our outstanding leading railroads in the United 
States, earneg $18.06 3 Share in 1949, and it is selling 
at $112 94 Share, or 6.2 times Cernings, That is a basis 
of about 15 per cent, which is 2 figure st which a rail- 
road would not want to GO to the markets «:- and sell stock, 
if they have to in effect garn 15 per cent on money which 
is invested in the enterprise, Now, those figures vary 
for different railroads, 

The Union Pacific, which is one of our lesding 
railroads, earned last year $10.26 9 share, It is seliing 
at a price of 854%, which is 8.3 times the earnings, or on 
212 per cent earning basis, 

MR O'DONNELL: Q. Thet is the Union Pacific? 

A, That was the Union Pacific. So we see that this 
figure that I talked about of 10 per cent that should be 
€arned on a2 railway common Stock, you can invest in the 
United States in railways where you get more then 10 per 
cent -- that is, on an earnings basis; that is not the 
dividend basis -- snd Similarly here in the Canadian Pacific: 
If you invest $18 9 shore and you get earnings of $2 9 Shere, 
it is not all distributed in the form of dividends, but you 
get en 11 per cent earning return on thet, of which 3 pert 
ts paid to you in the form of dividend end the other is 
withheld end retained by the directors to be reinvested in 
the property, with the thought that thet will increase the 
value of the property and the stock in the future. 

MR CARSON: Q. Then, Mr, Jormes, in connection with 


the earnings on common Sheres, where yeou were speaking sbout 
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10 per cent €arnings, Mr, MeePherson was quoting from your 
evidence in the 20% Case at Page 2578. I just want to put 
beside that, without asking you any question sbout it, 
another question ang answer that was put to you on the 
Same page, that Clarifies what you meant by 10 per cent, 
Mr. Priest asked the question: 

"Q. When you Sey earnings of 10%, you do not 
contemplate dividends of 10%, do you? 

A. No, no. If the carnings were 10%, I would 
contemplate peyment of 2s fair dividend which, in my 
Opinion would be about 50% of those Carnings, or about 
a 5% dividend, with 5% reinvested in the railway 
property," 

And I think You said the same thing in effect here today? 

A. Yes, 

Q. Thank you, 

MR O'DONNELL: While you are here, Mr, Northey 

Jones, could you give, as 9 matter of curiosity, the figures 
for the Pemmsylvanis and New York Central, what they ere 
Selling st sand what their eCarnings sre? 

A. I am afraid I have not got the New York Central 
figures with me. The Pennsylvanis Railway figures, to get 
them on 93 comparable basis with the figures thst I presented 
a year and a quarter 39g0, I have to go to the Lelshs reports, 
because the figures thet sre generally reported for the Penn- 
Sylvenia Railroad sre the Pennsylvanis Railroad Company 
figures, and there is a difference between the system and the 
Compeny. Actually Pennsylvanis Company figures for 1949 show 
Carnings of 95¢ a Share, and the market price of Pennsylvania 
is 17}, which means that the stock on the basis of those 
f€arnings would be selling for about 18 times earnings, or on 
about 9 534 basis, Now, I might say thet that figure is 
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last year in the Pennsylvania earnings, and I think thot 
the general feeling is thet they will not be that low, 
Now, I can give you another example of that same kind, Mr, 
O'Donnell--- 

MR O'DONNELL: Q. Just before you do thet, would 
you give us the New York Central figures, if you have them? 

A. No, I have not got them, I am sorry. 

Q. Would you be g00d enough to drop me a note, so 
that I can have them? 

A. I will be gilaa to, 

Q. I would be glad to have your assessment of the 
position, 

A. And also I will give you e system figure for the 
Pennsylvania, 

Q. Thank you, Mr. Northey Jones, 

COMMISSIONER INNIS: 24+ Has the cost of marketing 
Securities ss fer as railroads sre concerned gone up in 
relation to other securities, or are they sold on the 
Same footing? I mean the actual commission charges for 
handling the--- 

A. The securities that have been sold have generally 
Speaking been ¢~ the railroads with the better credit. TI 
would say thet what we esll the Spread, in other words the 
difference between what the banker pays the corporation 
and whet he resells it to the public for, is somewhst less 
in public utilities end in the best of industriels than 
it is in the best of railroads, but very little different. 
The spreads on some of these issues -- I mean, take tele- 
phone issues, which sys considered to be among the very 
highest, although they are not rated as high in relation 
to electric snd gas securities as they were before this 
tremendous volume of them hed to be Sold, but the spread on 


a number of these issues epproaches just half of one per 
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cent. Now, in the railroads it might be somewhere in 


between a half and one per cent. 
THE CHAIRMAN: Thank you, Mr. Northey Jones, 


We will take a few minutes now, 


(Page 20609 follows) 
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MR. CARSON; My lord, the next witness I 
present is Mr, Henry Gordon Norman, senior partner of the 
Price, Waterhouse accounting firm in Canada. bth am % + 
please the Commission, I will ask Mr. Norman to proceed; 
that is, to read the Statement he has prepared, and that 
was made available -- 

THE CHAIRMAN: Have we 2 copy of the statement? 

MR. CARSON: I believe So, my lord, yes. Copies 
of the statement were made available some days aga iO Mr. 


O'Donnell, Mr. Covert ana counsel for the provinces. 


MR. HENRY GORDON NORMAN - Called 
EAN = Called 


EXAMINATION BY MR, CARSON: - 
aS St IN. VU ARSON 3: - 
Q. Will you proceed, Mr. Norman, and read your 


statement, which introduces you and which, by way of 


introduction, tells about your qualifications and 
experience? 
A. Yes. 

My name is Henry Gordon Norman and I reside in 
Montreal. 

I am a Chartered Accountant, being a member of 
the Quebec, Alberta and New Brunswick Institutes and having 
been a member of the Alberta Institute Since 1915. 


I am a member of the Firm of Price, Waterhouse & 


Co., and have been the senior partner of that Firm in Canada 
Since July 1, 1948. The Firm of Price, Waterhouse & 
Co. is associated with partnerships having the same name 

| organized under the laws of the United States, Great 
Britain and a number of other countries. The Firm of 
Price, Waterhouse & Co. in Canada are the auditors for 


the Canadian Pacific Railway Company. 
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After my return from the First Great War, I 
was associated with the Firm of Price, Waterhouse & Co. 
in the United States, in Philadelphia, and returned to 
Canada in 1931, becoming a partner in the Canadian Firm 
on July 1, 1932. 

Since my return to Canada in 1931 I have hela 
the position of President of the Dominion Association of 
Chartered Accountants and President of the Institute of 
Chartered Accountants of Quebec. During the last war I 
served in the capacity of Financial Advisor to the 
Commonwealth Air Training Plan, being responsible to the 
various governments participating in that Plan, and was 
also Financial Advisor to the Minister Pox est 

I have reviewed the Submission of the Canadian 
National Railways to the Royal Commission on Transportation, 
and the statement made to that Commission by Mr. Gordon. 
I have been requested by the Canadian Pacific Railway 
Company to analyze and comment upon the principal proposals 
made by Mr. Gordon, giving particular attention to those 
aspects of such proposals which, if carried out, would, 
in my opinion, have an adverse effect upon the Canadian 
Pacific Railway Company and which I believe might ultimately 
make it impossible for it to continue its existence as 
an investor-owned railway. 

Before commenting on any of the above mentioned 
Submission testimony, I would like to refer to certain 
matters which appear in various reports and which are a 


matter of record. 
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THE DRAYTON-ACWORTH REPORT - 1917 
$$$ REPORT - 1917 


I would refer you to page 44 from which the 


following is quoted:- 


"The C nadian Pacific Railway is exposed 
throughout its whole territory to the competi - 
tion of either one or both of the other systems. 
So long as thet competition is in the hands of 
other organizations, also having to earn the 
interest on their bonds and striving to earn 
a dividend on their Stocks, ~*the Canadian 
Pacific Railway has no cause for complaint. 

But conpetition with railways operated by the 
Government stands on an entirely different 
footing. It would be at any time possible for 
the Government deliberately to adopt a policy 
of lowering rates, in some part or throughout 
the territory involved, below a commercial 
basis, and making up the deficiency out of 
general taxation. It might be argued that such 
a policy was justifiable on the ground that the 
general prosperity and development of the 
country would be thereby promoted. But while 
conceivably it might be proper to tax the 
public to develop the country, though in 

fact it would not be the whole public but only 
certain ‘portions of it that would benefit, 
it could not possibly be fair to impose a special 
tax upon the Canadian Pacific Railway share- 
holders for the purpose. And yet it is 

evident that this would in fact happen. The 


Canadian Pacific Railway would be absolutely 
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forced to follow any rate reduction made by the 
Government railways, on pain of losing the busi- 


ness entirely." 


I would refer you also to page 72 under the heading 


of "Operation to be on a Commercial Basis" from which the 


following is quoted:- 


"We would go further and lay it down in 
terms in the Act of Parliament creating the 
Board of Trustees that it was the duty of the 
Trustees to operate their System as a commercial 
concern, and to make no general reduction in 
rates, unless ordered soto do by the Railway 


Commission, until interest at a reasonable rate 


was earned on the whole capital value..... a 


Those underlinings are my own. 


Pe re of the undertaking. And this for two 
reasons. We believe that the obligation to 
work the system as a commercial concern in com- 
petition with a well established and well 
equipped rival will be a stimulus to efficient 
and economical management. And further we 
think that reductions, in favour of certain 
classes of business and certain commodities, 
which bring the railway rates below a reasonably 
remunerative basis, are wrong in principle. 
Their effect is to conceal the fact that a 
bounty is being given to certain persons and 
certain places at the expense of the community 
at large. If bounties are to be given, as to 
which it is not for us to express an opinion, 
we think they should be openly voted by Parlia- 


ment, and not given under the disguise of a railway 
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rate reduced to an unremunerative basis." 

MR. CARSON: Before you leave that page, may I 
Say that M-. O'Donnell has been good enough to call my 
attention to the fact that the first quotation from the 
Drayton-Acworth report is from page 45, not page 44, 

THE WITNESS: Then will you change that to 45. 

THE CHAIRMAN: Does this report go on to give 
instances of these reductions in favour of certain classes 
of business and certain commodities that were then in 
effect? 

MR. CARSON: TI have not a copy of it here, my lord; 
but we will look it up. 

THE CHAIRMAN: Hada they in mind Something that then 
was in fact the case or were they simply apprehending some- 
thing that for the future Ought not to be? 

MR. CARSON: My lord, I would not like to make 
an answer at the moment. We will take another look at 
the report. 

MR. O'DONNELL: They are Speaking there of the 
Intercolonial and the Transcontinental only. They are not 
Speaking of the Canadian National as it is today. They do not 
go into instances. 

MR. CARSON: We will look it up, my lord, and refer 
to it at a later time. 

THE CHAIRMAN: Yes. 

MR. CARSON: Will you continue, Mr. Norman? 
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REPORT OF THE ROYAL COMMISSION TO INQUIRE INTO 


RAILWAYS AND TRANSPORTATION IN CANADA 1931-1932 
ee ea NEDA» 1951-1932 


I would refer you to paragraph 189 on page 60, 


from which the following is quoted:- 


"Tt would appear that, at the moment, any 


adjustment of the freight tolls and tariffs weuld 


be inadvisable, but we feel it our duty before 
passing from this question, to express the view 
that even under more favourable circumstances 
the financial position of the railways may be 
such as to demand that the whole question of 
tariffs and tolls, in its widest sense, should 
be the subject of special investigation, with 

a view to determining whether or not the 
existing tariffs and tolls charged for the con- 
veyance of freight are just and ressonable both 
to the railways and their customers. In deter- 
mining what is fair and reasonable to the rail- 
waysregard should be had inter alia to the cost 
(including the remuneration of the capital in- 
vested) of providing these services." 


The underlining is also mine. sir. 


I would further refer you to paragraph 206 on 


page 64 which reads as follows:- 
"Since the debt of the System in the hands 
of the public is now very large and more than 


the railway can carry from its earnings even 


under improved conditions, sums which are required 


to meet deficits should be voted by Parlia- 
ment annually and not raised by the issue of 


railway securities as has been done in recent 
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years. This recommendation does not apply to 
Sn SOC NOt apply to 


capital for improvements and betterments nor to 


amounts required for refunding." 
ence or refunding. 


MR. CARSON: Q. There again the underlining is 


yours? 


you, 


Ayer That underlining there is mine also. 
Q. Yes. Will you continue? 
A. Yes. 


In order that you may have the proposals before 
I quote from Mr. Gordon's summarization as follows:- 

"(1) The $760,000,000 of interest-bearing 
obligations hela by the Government Should be 
exchanged for equity capital and reflected in 
the balance sheet as such. 

(2) The Government should acknowledge an 
indebtedness to Canadian National in the amount 
of $300,000,000 to bear interest at 3% until 
discharged. This would be set up in the accounts 
of Canadian National as a capital fund to be 
drawn on from time to time to retire interest- 
bearing obligations in the hands of the public 
or for capital additions to the property. As 
consideration for the acknowledgment of the 
indebtedness aforesaid, Canadian National would 
issue a commensurate amount of equity stock to 
the Government. 

(3) Future development lines should be 
financed to the extent of not more than 60% by 
interest-bearing securities, the balance to 
be supplied by the Government against the issue 
by Canadian Natiomal of a commensurate amount 


of equity stock." 
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eon bo ckalede.ned. -- "The. task of Management would 

be greatly eased, in my opinion, also concurred 

in by the Board of Directors, if there were a 

recommendation from your Commission that the 

Board of Canadian National use such surplus 

earnings (a) to provide sufficient funds to 

cover expenditures for non-revenue producing 

improvements and betterments; and (b) to esta- 

blish a vate stabilization fund which it is 

hoped could be built up in good years and drawn 

upon in poor years with the view of affording 

Stability to the rate structure and tending, 

to the extent of the fund from time to time 

existing, to postpone the necessity of applica- 

tions for general freight increases. Your 

Commission is respectfully invited to recommend 

the proposals which I have just made regarding 

this subject." 

THE CHAIRMAN: That is withdrawn. 

MR. O'DONNELL: Yes; that is withdrawn. I 
do not see why that is referred to in this statement. 

MR. CARSON: He deals with that later. 

MR. O'DONNELL: It is difficult to understand how 
it can be dealt with when it is deleted, withdrawn and 
not before the Commission. 

THE CHAIRMAN: What good purpose does it serve in 
that statement now? 

A. My lord, I deal with this later in bringing out 
the points that the surplus which was to be dealt with in 
this way will not be available to the Canadian National. 

MR. O'DONNELL: You can do that in some other way 
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than by referring to something that is not before the 
Commission. 

THE CHAIRMAN: Well, go on. 

MR. CARSON: I think you will see how it is 
developed later on. 

Q. Will you continue? 
A. Yes. 

Beofre dealing with these four points I would like 
to discuss certain remarks made by Mr. Gordon in his statement 
to the Royal Commission on Transportation. 

On page 18373, Mr. Gordon refers to the fact that 
the historical record is only of value as offering some basis 
for forecasting future results and indicates that the earning 
power of the C.N.R. from 1923 to date shows wide . fluctuations 
which cannot be taken as indicative of the Situation which can 
be expected to prevail normally or in the future. 

In this connection I would point out that the gross 
revenues of the C.N.R. had a continued up-trend from 1946 to 
1940 in which latter year they reached an all time high of 
$500,000,000. The undernoted figures, taken from Table 3 
appearing on page 33 of the Submission and the printed annual 
report of the company for 1949, Exhibit 254, show a continued 
increase in the deficit of each year from 1946 to 1949 


inclusive. 
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1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 


304,376,778 
375,654, 544 
440 615,954 
441,147,510 
433,773,394 
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438,197,980 
491,269,950 
500 , 723, 386 
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43,349,308 
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26,529,950 
Ce feel e726 
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6,588,869 
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48,631,896 


4,016, 327 
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However, if the imbalance as between costs of wages 
and materials and revenues had been reduced in these years 
within one month of the application for rate increases and 
to the extent of the additional freight rates now granted 
in respect of each application, the deficit for 1946 would have 
been reduced to $2,097,000, the results for 1947 would have 
Shown a surplus of $25,300,000 and the deficit for 1948 
would have been reduced to $13,201,000. As shown by Exhibit 
257 there would have resulted a deficit of only $1,575,000 
in respect of the year 1949. This latter deficit is, however, 
after charging as an expense $3,826,000 representing the 
5% premium on bonds called for redemption in 1949 and un- 
amortized discount thereon, also after the inclusion of the 
operating losses of the Newfoundland railway and steamship 
Services of over $2,500,000, as indicated on pages 9 and 7 
respectively of the C.N.R. annual report for 1949, Exhibit 
254. 

This would certainly tend to show that some further 
correction in the imbalance between costs and rates would enable 
the C.N.R. to cover comfortably the present fixed charges, 
provided there is no further major increase in labour 
an material costs. 

A table appearing on page 11 of the C.N.R. Submission 
Shows estimated results at various levels of revenue on a 
downward trend, which the Submission on the previous page 
indicated was anticipated; all of these estimates appear to 
assume it to be a foregone conclusion that revenues will be 
reduced and at no time will there be an increase. Surely we 
cannot take it that Canada is going to stand still either in 
the growth of population or in the expansion of economic acti- 
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measure of 
will'be some/growth both from a population and an economic 


viewpoint and, if such is the case, the whole of the trans- 
portation facilities needed to service such growth will certainl; 
not be furnished by other than railroads. Cannot we take 
a viewpoint that is a little more optimistic and forecast, 
not immediately of necessity, that in the future an increase 
in population and national income will be reflected, in part, 
in greater use of railroad facilities than we have seen here- 
tofore? 

In this connection I would refer you to the annual 
report of the C.N.R. for 1949, Exhibit 254, which on page 18 
referred to the discovery of a major oil field in Alberta, 
around Edmonton, most of it being serviced by the C.N.R., and 
further indicated that it had been necessary, in order to 
provide a service to:these oil fields, to construct a certain 
amount of additional trackage in order to move in large quanti- 
ties of materials. To my mind this is indicative of a trend 
towards economic expansion rather than stagnation or retro- 
gression. 

On page 18374 of his statement, Mr. Gordon remarks 
that due largely to inflation rolling stock of the C.N.R. 
stands in its accounts at figures far less than replacement 
costs. This is not a problem peculiar to the C.N.R. but is 
extant with the C.P.R. and with most of the large industrial 
enterprises in Canada. This position should be overcome by 
the consumer paying sufficient additional charges, which, 
over a period of time, will meet the additional costs of replace 
ments and which in the meantime may have had to be financed 
by borrowings. 

In this particular connection I would refer you to 
the first report and accounts issued by the British Transport 


Commission which on page 196 states "As and when earnings are 
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available for the purpose, it is intended to make further 
allocations out of profits year by year to a replacement 
reserve towards meeting the increased cost of replacements as 
compared with the gross book values upon which the depreciation 
provision is computed." 

MR. CARSON: We have been able to obtain a few 
copies of that report which we would like to make available 
to the Commission, if we may. Mr. Belcourt, would you be 
good enough to give endo Commission. That will be 
Exhibit what? 

MR. BELCOURT: Exhibit 275. 


BIRD ai veut led by : Copy of First Report of 
Mr. Carson : British Transport Commission. 


COMMISSIONER INNIS: Q. In the preceding para- 
graph, Mr. Norman, I assume that you did go so far as to say 
that there is almost an exact parallel between the C.N.R. and 
the C.P.R. with regard to the position of their equipment? 

A. I would say, reasonably close. 

Q. You have not checked that? 

A. No, I have not checked any of the C.N.R. figures, 
because I have no knowledge whatever of how they are 
computed. 

MR. CARSON: Q. Will you continue, please? 

At fees 

As I have referred to the report and accounts 
of the British Transport Commission, I would also point out 
that the Consolidated Balance Sheeet of the British Transport 
Commission, page 182 of the report:, shows that of the Capital 
Liabilities L1,131,956,540 is reprresented by "British 
Transport Stock" which as shown by schedule V-15, page 260 
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of the report, all bears a fixed interest rate of 3%. The 
amount of this interest for the year 1948, which was charged 
to the Revenue Account of the British Transport Commission 
amounted to £33,094,196, see schedule Iv-8, page 236 of the 
report. Thus it will be seen that in England, hiss been 
undertaking is required to pay a fixed return on its entire 
capitalization. 

The question of the construction of additional branch 
lines for the purpose of developing the natural resources of 
the country is referred to by Mr. Saveen ee 16374. If 
Such branch lines are constructed at the request of the 
Government for national policy purposes they should be looked 
upon as Government enterprises. If construction is undertaken 
as a means of tapping major sources of revenue then freight 
rates should always be at such a level so that either there 
would be earnings available at all times to cover the cost of 
Such development, or such costs could be financed temporarily 
through borrowings with a view that ultimately the net revenues 
from such additional construction will be sufficient to yield 
a reasonable return on property investment and also sufficient 
to retrieve the interest paid during the earlier years after 
construction. 

In regard to Mr. Gordon's statement, commencing 
at page 18383, dealing with the effect of acquisition of un- 
remunerative lines in national interest, there is no questioa 
in my mind but that operations such as the Newfoundland Rail- 
way and Steamship Services should be segregated and operated 
purely as an agency for the Government and the Government 
Should meet deficits, if any, through annual appropriation 

In the C.N.R. Submission, Chapter 3, page 12, one 
of the reasons given for its financial difficulties is that 


the C.N.R. is obliged in the public interest to operate 
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without due compensation as a matter of national policy and 
as an instrument of national development considerable mileage 
of marginal and non-paying lines. 

The C.P.R. has its loss lines and marginal lines in 
a proportion comparable to that of the C.N.R. in relation to 
its total mileage as evidenced by the undernoted statistics. 

The figures for the C.N.R. are extracted from pages 
70-71 of their Submission, Chapter 3, and those of the CPAs 
have been extracted from Exhibit 191, filed by the C.P.R. 


(Page 20626 follows) 
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THE WITNESS: Do you wish me to read these figures, 
Mr. Carson? 

MR. CARSON: I think those figures speak for them- 
selves. Unless the Commission wants them read we will 
pass over them, but I would like to have them incorporated 


in the record as part of your statement. 


All Main Tracks Miles EPe Fae Miles C.Pehs 
Heavy Traffic 
(Over 1,500,000 gross ton 
miles) 10,500 45.1% 8,600 46.9% 
Medium Traffic 
(Under 1,500,000 and over 
250,000 gross ton miles) 7,100 30.5% 5,400 29.1% 
Light Traffic 


(Under 250,000 Grere ton 


miles ei 8,8, ou Ug 4,400 24.0% 


(a) 23,300 100.0% 18,400 100.0% 


(a) Includes approximately 4,000 miles entrusted to the 
C.N.R. for operation, the original cost of which 


carried no fixed charges in the railway accounts. 


MR. CARSON: Now will you go ahead, please? 

A. I would at this time like to make the general 
observation that where government agencies undertake com- 
mercial enterprises, great care should be taken to avoid 
the commingling of commercial operations with government 
costs and government subsidies. Otherwise, the 
accounting and financial results will be so impaired as 
to be meaningless or perhaps even misleading in relation 
either to commercial or governmental standards. This 
point is of particular importance in regulated industries 
Such as railroads where part of the industry remains in the 
hands of investor-owned corporations because a large 
part of the public will use any comparisons which are 
favourable as a yardstick to call for the reduction of 


or to oppose an application for an increase in rates and 
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tolls for the investor-owned enterprises, 

I am of the opinion that the governmental enter- 
prise in the railway industry should be organized, in so far 
aS possible, on a basis which will meet the following 
Objectives - 

(a) Clear segregation of the operations 
which are undertaken Solely as a matter of 
government policy. The deficits from such 
operations should be met by specific annual 
appropriations by parliament. Undoubtedly 
the Newfoundland railway and steamship 
services are a good example of this type. 

(b) The placing of the commercial or self-supporting 
part of the enterprise on a basis comparable with 
the investor-owned companies as to capitaliza- 
tion, operating expenses (including taxes and 
depreciation) and charges payable as an overall 
return on capital, 

(c) The showing by the commercial part of the 
enterprise of the full interest cost of 
government funds invested, Interest on 
government capital should be payable if earned, 
Should be cumulative to the extent not earned 
So that the government would not consider that 
any part of its investment has been paid back 
out of surplus earnings until it has received 
interest. in full. 

(a) The establishment by the regulatory bodies 
concerned with the operations of railways in 
Canada of adequate rates and tolls so that 
all the railways in Canada will be able to 


carry out the recommendations (b) and (c). 
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The submission of Mr. Gordon has attempted to 
justify the first proposal, namely the conversion of 
$760 million of interest-bearing obligations held by the 
sovernment to equity Capital by Showing that, in his 
Opinion, there is an excessive capital burden of 
51,533,000,000 on various hypotheses. I have not 
attempted to deal with these factors as the fundamental 
reason for the proposal appears to me to be predicated on 
the claim that such an adjustment is necessary to reduce 
the fixed charges to a reasonable level in relation to 
future carnings, determined from the viewpoint of com- 
mercial standards. 

If one were dealing with an investor-owned 
railroad in reorganization proceeding there would be merit 
to this contention, because the authorities would wish to 
assure, in so far as may be foreseen, that the reorganized 
company would be fully able to meet its fixed charges in 
the future and would perhaps wish to have enough leeway 
for the sale of further senior securities in the event 
of a future credit stringency thus avoiding recourse to 
further reorganization proceedings. The reorganized 
company would then have to strive to earn sufficient to 
earn its contingent interest, if any, and to show some 
return on the equity capital to maintain its credit 
Standing in the financial markets. 

It seems to me that the Canadian National cannot 
be compared with an investor-owned railroad in reorganiza-~ 
tion or bankruptcy proceedings. There is no problem of 
marketability because all of its debt is either held by the 
government or is guaranteed by the government. Further, 
the reorganized road is called upon to endeavour to service 
its equity stock for reasons stated above, whereas the 


C.N.R. would under the proposal have exchanged an 
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obligation calling for a4 definitive payment of interest 
for a type of security the Servicing of which is entirely 
of a voluntary nature. 

The principal disadvantage of the large fixed 
charges is claimed to be the psychological effect on 
officers and employees of reporting large deficits when 
the interest charges are not earned. This feature could 
be remedied by removing the "fixed" character of some 
portion of the charges when not earned by the use of income 
bonds. This method could be carried out in such a way 
aS would show the cost to the sovernment of supplying 
capital to the railway enterprise by establishing a 
rate of interest equal to the average annual cost of 
money to the government which the income bonds would be 
ered una to earn. 

The second proposal involves an immediate 
grant of $ 300,000,000 of government credit bearing 
interest at the rate of 3% per annum until paid in cash, 
The purposes for which this credit will Se used are . 
Stated to be further debt reduction and capital additions 
to property for the next five years. To the extent that 
the grant represents a further conversion of debt to 
equity capital the comments on the first proposal apply. 
It should be noted that if the entire grant were so 
applied the funded debt of the Canadian National would 
be reduced to $285,000,000 or approximately 14% of the 
gross investment in railway properties which would compare 
with 343% for the C.P.R. To the extent that the grant 
may be used to cover future property additions, it would 
seem quite unusual to request a blanket appropriation 
extending so far into the future. It is my belief that 


the result of this proposal would be hidden subsidy in 
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the neighbourhood of $9,000,000 per annum granted in 
perpetuity. I have previously stated that, in my 
Opinion, any subsidies Should be clearly related to non- 
commercial type operations and that they should be 
Specifically appropriated for by the government year by 
year. 

The third proposal is that 40% of the cost of 
future development lines be provided by the government in 
the form of equity capital. It seems to me that a con- 
Sideration of this proposal might be facilitated if we 
classify property expenditures into the following groups: 

(1) Those which are fully justified from a 
commercial viewpoint and which may be expected 
to add earning power and therefore represent 

in whole or in part real additions to the 

Canadian National equipment and roadway 

property. 

(2) Those which are not justified from a commercial 
viewpoint but which are undertaken solely as 

a matter of national policy. 

It seems clear that those expenditures which fall within 
the first group represent real additions to the useful 
Capital of the railway enterprise and there is no 
justification for requestingany departure from the usual 
method of financing a commercial transportation enterprise, 
which would occur if equity capital was used on which 

no return would be required to be paid. 

In regard to the expenditures for properties 
which are not justified from a business or commercial 
viewpoint I have previously stated that any parts of the 
railway operations which are undertaken solely as a matter 
of government policy should be kept separate from the 


commercial transportation enterprise in order that 
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appropriate government Subsidies may be voted to cover 
the deficits. It would seem to me that it would be 
preferable for all Operations of this type to be 

managed for the account of the government rather than 

to be merged with the Canadian National System until such 
time as they show an earning capacity from a commercial 
point of view or become an integral part of the C.N.R. 
System when they should be merged into the accounts of 
Phe shh, 

The fourth proposal Suggested by Mr. Gordon, 
covering the use of surplus earnings has, I understand, 
been withdrawn. The effect of this withdrawal would me an 
that the surplus earnings would be available and normally 
would be used to service the proprietor's equity but in 
the withdrawal of the proposal no suggestion is made that 
there should be a mandatory provision requiring this to 
be done. 

Section 10 of the Capital Revision Act 1937 
provides that the directors of the C.N.R. may cause to be 
paid over to the minister all or any part of surplus 
earnings. AS I understand it, counsel for the Canadian 
National contend that this provision permits the C.N.R. 
to retain surplus earnings to be used for any corporate 
purpose but does not constitute a bar to payment of 
Such surpluses to the government. 

MR. CARSON: In case the Commission would like 
the reference to that, it is at pages 18948 to 18954, 

THE WITNESS: In my opinion provision should 
be made by the issuance of income bonds or some other 
type of security on which a fixed interest or dividend 
rate is to be paid if earned so that a return on the 
capital invested by the government must be paid if 
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It is my view that the effect on the C.P.R. of 


these proposals should be considered from both the rate 


making viewpoint and also the financial and competitive 


viewpoint. 


Rate Making 


(a) 


(b) 


(c) 


The effect of the first two proposals is to 
give over a billion dollars of interest-free 
capital to the Canadian National, which is 
equivalent to a subsidy of approximately 

$30 million per annum. It is proposed that 
this be further augmented each year in the 
future by the portions of property additions 
covered in proposal 3 and, of course, there is 
the further effective Subsidy represented by 
the exemption of Canadian National from 
income tax, 

The foregoing differentials in favour of 
Canadian National would cause it to appear to 
have much more favourable earnings than the 
Canadian Pacific, with the result that a con- 
Siderable part of the public would clamor for 
the use of the lesser requirements of the 
government enterprise as the yardstick for 
rate making. Such a clamor would be hard 

to resist because of the fallacy of having 
labeled as "earnings" over $30 million, which 
in reality would be the annual cost to the 
taxpayers of Canada of capital furnished to the 
Canadian National system. 

Counsel for C.N.R. has stated that the govern- 
ment railroad has not asked to be made the 


yardstick for rate making. 
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MR. CARSON: I think that appears in a number 


of places in the record, but there are two references I 


have here: pages 18828 and 20262-3, 


THE WITNESS: It is my Opinion, however, that 


some sections of the public will use any comparison 


which appear to be favourable to them in either resisting 


an increase or clamoring for a reduction in rates and 


COLALA. 
(d) 


(e) 


one Aa Rs Ants Submission, Chapter 3, page 


38, states that had an adjustment of 

$20 million by relief of fixed charges been made 
effective ir 1923, surpluses would have been 
enjoyed during the years 1925 to 1929 inclusive 
reaching a high of twenty-three odd million in 
1928, The submission then goes on to say 

that "In these circumstances lower freight 

rates followirg pressure for downward revision 
would probably have very considerably reduced if 
not entirely eliminated such surpluses." This 
reasoning seems sound and would be equally 
applicable in the future as in the past. 

Mr. Cooper's view was that Surplus earnings, 
previously referred to as the stabilization fund, 
were unlikely tc reach any sizeable proportions. 
On the other hard, Exhibit 256 showed that had 
the proposals been in effect from 1940 very 
Sizeable sums would have been accumulated and 
thus might have prevented the freight rate 
increases authorized since 1947. It seems 
clear to me that the effect on Canadian Pacific 
would be disastrous regardless of whether or not 


Sizeable funds were accumulated. If the rate 
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Structure is such that C.N.R. is unable to 

accumulate surplus Carnings after an effective 

Subsidy in excess of $30 million per annum, 

certainly the C.P.R. will not be able to earn a 

sufficient amount to enable it to remain in a 

Sound financial condition, 

These points lead one te the conclusion that 
the basis for rate making should be laid dow by law as 
a reasonable return on a proper determination of 
property investment used and necessary to give the 
transportation service demanded by the public, In this 
case it would again be necessary to eliminate from the 
property investment of the C.N.R. Such property as is 
Operated from a Strictly national governmental policy 
and on which no return should be expected, this property 
to be operated on an agency basis for and on behalf of 


the government. 


Financial and Competitive 
a I VOMmpevitive 


theweffeet of these proposals is to make 
available to the C.N.R. 

(a) the interest which would otherwise have been 
payable on $760 million government owned bonds, 
say $21,627,000; 

(b) the capital amount of $300 million equivalent 
to an annual subsidy of $9 million in perpetuity. 
The combination of (a) and (b) could be avail- 
able for additions and betterments and either 
maintaining or improving the quality or 
Standard of service of the C.N.R. Further 
it has been the history of railroads in the 
past in this country that there is uwually some 
imbalance between revenues and costs and, if 


Such remains the condition, these funds would 
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be available to the O.N.R. whereas the C.P.R. would be 
forced either to increase its funded debt to enable it to 
keep in a competitive position or otherwise fall behind in 
the race, In passing, I might point out that the $ 300 
million is only $35 million less than the amount of the 
ordinary stock of the CaFaRt ine outstanding, 
I would refer to Section 114 of the purr 
Report, 1931, which deals with the competitive aspect 
when one railroad is privately owned and the other 
| backed by the long purse of the state, 
1GHe Had this competition existed between 
private companies, each dependent upon its own 
resources to raise the capital and to pay the bill, 
it is likely that years of adversity would have 
brought wisdom. But one of these competitors 
was backed by the long purse of the State, and 
the comsequences of these errors and extravagances 
must be borne by the taxpayers, and in this con- 
nection we must not lose sight of the fact that 
the Canadian Pacific, the principal rival of the 
Canadian National Railway, was at the same time the 
largest taxpayer. The evils of this unfortunate 
competition did not rest there. Challenged by 
the State-subsidized National System, the Canadian 
Pacific felt compelled, in defence of its own 
interests, to meet the challenge. Now in the 
interests of both railways and of the taxpayers 
of Canada there must be a cessation of aggressive 
and uncontrolled competition, and while the Canadian 
Pacific must be afforded proper protection from 
the State-subsidized activities of the Canadian 


National, it is not possible to absolve the 
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privately-owned company from a share in the 
general competitive folly." 

It would be presumptuous for me to Suggest 
that such a condition might reoccur were so large a sum 
to be at the disposal of the government owned railway. 

The relative positions of the C.P.R. and 
C.N.R. resulting from the re~capitalization proposals 
of the C.N.R. may be demonstrated by a table attached 
to my statement which shows the results for the two 
railways for the year 1949 ifthe 20% rate increase sought 
by both had been in effect throughout that year and if 
the C.N.R. had enjoyed throughout that year the benefits 
of their proposals. 

MR, CARSON: It might be more convenient than 
having those figures copied into the record if I marked 
the two sheets asan exhibit. They will be Exhibit 276. 

COMMISSIONER INNIS: You mean they will not be 
in the transcript? 

MR. CARSON: Unless the members of the Commis- 
Sion would like it in the transcript. 

THE CHAIRMAN: They are more convenient, if you 
can have them copied into the transcript. 

MR. CARSON: Then we will have them copied into the 
transcript. Then I need not have them marked as an 


exhibit. 


“7 i 


CARTED ce 


~ ; ; 
* ‘ a6 \ ih “a & P aon siti 
S2F DRY Zomagettdod ov hteler oth] 
: 
‘ yt a a 
: ‘2° tok han a 2 re Eee 2 
$ “ this ty bee ANS er a «| TRS [eT TEetase LESS S -e ha Bie 
y 
4 “ sf ' 
7 i 
, 
: 
uJ 
: oe : 
a vo 
& 
f 
' i (ae f 
’ : y ‘ : 
: 
pI 
n 
‘ ‘ ay 
3 ow Et AS 7 
a ; oT oe rig = 
‘. 
tl 
- Hod. 
; ; rete 
) 
i 
oe : 
. 4 <3 
| 
} 
| ; 
ij 
aD ‘ 
RYT FERC 
ain ae 
oy | 
PRSovke 
mea é 
y; : 


- 20637 ~- Mr. Norman 


Sheet 1 


Surplus which would have resulted 
if a 20% Freight Rate Increase, 
as applied for, had been in effect 


for the full year 1949 


Canadian Pacific Railway Company 
eet HAL iWay COMpany 


"Total Revenue Deficiency" for 1949, (in- 

cluding allowances of $15,235,000 for 

surplus ) as determined in Judgment of 

Board dated Feb. 28, 1950, page 14 $29,972,434 


Add: Revenue derived from 8% interim 
increase period Oct. 11 to Dee. 43h. 
1949 (Judgment of Board dated 
Feb. 28, 1950, page 15) 2,499, 266 
"Total Revenue Deficiency" for 1949, (in- 
cluding allowance of $15,235,000 for 
surplus) as determined in Judgment of 
Board dated Feb. 28, 1950, page 15 $32,471,700 


Deduct additional revenue if 

various other rate changes had been 

in effect for the full year 

(Judgment of Board dated Feb. 28, 

1950, page 15) 2,500,000 


"Total Revenue Deficiency" for 1949 (in 

cluding allowance of $15,235,000 for 

surplus) on basis of reconstructed 

revenue (Judgment of Board dated 

Feb. 28, 1950, page 15) $29,971, 700 


Additional revenue if a 20% 
freight rate increase had been 
in effect for full year 
20% Rate Case - C.P.R. Ex. 
erat 28,954,400 


"Total Revenue Deficiency" adjusted 
as above (20% Rate Case C.P.R. Ex. 
(49) 211) $ 1,017,278 


Deduct allowance for surplus 
included in Total Revenue 
Deficiency as per Judgment 
of Board dated Feb. 28, 1950, 


page 14 15,235,000 
Surplus which would have resulted $14,217,722 
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Sheet 2 


Surplus which would have resulted 
if a 20% Freight Rate Increase, 
aS applied for, had been in effect 
for the full year 1949 
and if the proposals of the C.N.R. 


had been in effect during that year 


Canadian National Railways 
ene HAL AWAaYS 


Net Income deficit as published 
(Royal Commission - C.N.R. 
Ex. 246) $42,043,000 


Adjustments: 


Additional revenue if the 8% 
freight rate increase had been 

in effect for the full year 

(Royal Commission - C.N.R. 

Ex. 246) $12,056,000 


Additional revenue if 
other rate increases 
(which have been author- 
ized) had been in effect 
for the full year (Royal 
Commission - C.N.R.Ex.246) 
5,837,000 


Additional revenue, on 
the assumption that the 
8% had been 16%, and had 
been in effect for the 
full year (Royal Com- 
mission - C.N.R.Ex. 246) 
15,050,000 


Additional revenue, on the 
assumption that an addi- 
tional 4% had been in 
effect for the full year 
(20% Rate Case - C.N.R. 
Ex. (49)212), before Board 
of Transport Commissioners 


7,169,000 40,112,000 
Deficit adjusted as above $ 1,931,000 


If interest on government 
loans were cancelled 


(Royal Commission - 
Gols Bia Bt, O86) 21,798,000 


Interest on government indebted- 


ness (Royal Commission - C.N.R. 
EX. ane’ 9,000,000 


Surplus which would have resulted $28, 867,000 
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THE WITNESS: Sheet 1 Shows the surplus which 


would have resulted to the C.P.R. in 1949 on the formula 
adopted by the Board in its judgment dated February 25, 
1950, if a 20% freight rate increase had been in effect 
throughout the full year. 

Sheet 2. shows the Surplus which would have 
resulted to the C.N.R. in 1949 if a 20% freight rate 
increase had been in effect throughout the full year and 
if its re-capitalization proposals had been in effect 
throughout that year, 

This table shows that the C.P.R. would have 
ended 1949 with a surplus of $14,218,000 which is short 
by $1,017,000 of the $15,235,000 held by the Board to be 
a proper allowance to it for surplus. On the other 
hand, the C.N.R. in the same circumstances would have 
ended the year with a surplus of $28,867,000 or 
approximately twice the surplus of the C.P.R. 

Let us now look at the information which is 
available for the Commission to be able to determine as 
to the propriety of the proposed financial adjustments 
Suggested by the C.N.R. 

In order to gauge as to what should be the 
financial structure of the railroad, it would be necessary 
to have the following information: 

LF Complete knowledge as to the gross and net 
investment of the C.N.R. which, as a co-ordinated 
whole, can be considered as required for the 
operation of the railroad system as a whole as 
distinguished from such part of the investment as 
may be considered as being operated for national 
purposes, 

> A sound appraisal of the earning power of the 


"commercial" lines under conditions of stabilized 
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costs and stabilized rates, that is to Say after 
the imbalance between costs and rates has been 
corrected as nearly as possible. 

Ten AN appraisal of the future of Canada and 
therefore thefuture of the C.N.R., from an 
economic viewpoint, that is to say from the 
development of natural resources and increase of 
population in Canada and other factors of a like 

character, and an attempt to show the effect of this 
economic future on the earning capacity of the 
railroad . 

4, A realization of the effect of any contemplated 
change in the capital structure of the C.N.R. upon 
the financial position of the C.P.R, 

The information Given by the evidence of the 
Canadian National is, in my view, insufficient to 


Satisfy these requirements, 


C@NCLUS ION 

I assume that the national transportation 
policy cf Canada is to maintain a first class railroad 
System divided into two competing transcontinental enter- 
prises, the one owned by the government and the other owned 
vy investors. Such a policy, in my Opinion, would be 
completely undermined by the adoption of the drastic Sub- 
Sidy proposals submitted by the C.N.R. 

In regard to adjustment of capitalization of the 
C.N.R. I agree with the views attributed to Mr. John 
Barriger (on page 18536 of Mr. Cooper's testimony) that 
capitalization should be adjusted to the investment in 
the railroad enterprise after proper allowance for 
depreciation. Mr. Cooper has testified that the total 


investment in railroad properties is fairly stated and 
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does not require adjustment; therefore, the only adjust- 
ment required in the total Capitalization of C.N.R. is to 
record a reasonable depreciation reserve with a correspond- 
ing reduction in the present equity capital. Such an 
adjustment might possibly be in the approximate range 

of $350,000,000 which would leave a balance of 
“424,000,000 of interest-free capital to apply against 
investment in railroad proporties operated solely 

as a matter of government policy. I do not know whether 
the letter amount is greater or less than the actual 
amount invested in projects, ofathis character, but I 
Suggest it might be used as a tentative figure in the 
absence of a specific dependable study. 

The proposals of the C.N.R.,of course, relate 
more to the objective of Wiping out interest charges due 
to the fluctuation and uncertainty of earnings of the 
Col a Rs In this connection I was pleased to note that the 
C.N.R. officials have granted that earnings of the past 
are not in themselves a dependable criterion or guide 
to earnings of the future. I fully agree with this view- 
point. Therefore, I feel that the sound approach to an 
appraisal of earning power is to deal with the earnings 
which should be produced by present and foreseeable 
volume of traffic in relation to present and foreseeable 
costs of operations. In such an appraisal: (1) the 
loss of Newfoundland Railways should be excluded and dealt 
with by separate appropriation, (2) adjustment should be made 
for an estimate of the rate increases which must be 
allowed to lessen the imbalance of increased costs 
incurred in the post-war period, (3) maintenance and 
deferred maintenance provisions should be adjusted to a 
normal basis, and (4) depreciation shold be stated, on a 


proper and consistent basis in relation to the adjustment 
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in capitalization, and (5) any unusual charges, such as 
the 1949 redemption premium and amortization of discount, 
Should be eliminated. While the foregoing comments 
relate to an appraisal of the earning power in the 
immediate future, I do not believe we should lose Sight 
of the longer range estimates of growth in population and 
economic development in Canada. I have previously indi- 
cated that I am an optimist in this respect and I expect 
the volume of production and therefore the transportation 
demands to reach much higher levels in the years ahead. 

The key to the problem before us, in my Opinion, 
is the correction of rates to such an extent which will 
cover the substantial increases in costs of operations. 
If this is accomplished the Carnings of C.N.R., after 
excluding the losses on railway lines operated for 
national purposes, will in my opinion meet fully the 
interest costs on the funded debt owned by the government 
and provide some returnon the equity capital, Even so, 
there may be some merit in the C.N.R. request that the 
total fixed charges be reduced in order to provide 
greater flexibility and to avoid deficits in periods of 
reduced traffic, In my opinion this might well be 
accomplished by converting the indebtedness to the 
government, which arose through the repatriation of 
British securities, to income bonds. This was pro- 
posed by Mr. Vaughan on behalf of the Canadian National 
before the House Committee on Railways and Shipping on 
May 14, 1946, I have suggested this instead of suggesting 
the conversion of all the indebtedness to the government 
in order to keep the fixed pay-out requirements of the 
Cunadian National ‘Railways on a more comparable basis 
with those of the C.P.R. 


My views may be summarized as follows: 
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That the imbalance between revenues and 

the increased costs of labour and materials 
Should be lessened as much as possible by 
further freight rate increases, 

That $391 million of interest-bearing obliga- 
tions held by the government, which were issued in 
connection with the repatriation from the United 
Kingdom of C.N.R. securities, should be ex- 
changed for income bonds in accordance with 

the suggestion of Mr. R. ¢, Vaughan and so 
reflected in the balance sheet. 

That the acknowledgment of an indebtedness by 
the government to the C.N.R. of $300,000,000 
Should not be considered. 

That future development lines, other than those 
created for national policy reasons should, 

like all other additions and betterments, be 
financed in the normal commercial manner, and 
those created for national policy reasons 
financed entirely at government expense and their 
Operations segregated as a government enterprise 
until they become commercially sound or become 
an integral part of the system. 

That a portion of surplus earnings, after 
paymentof interest fixed and contingent, should 
be retained to provide funds for improvements 
and betterments and the balance paid to the 


government as a return on its equity Capital. 


---The Commission adjourned at 1.00 p.m. to 


meet again at 2.45 p.m. 


(Page 20646 follows) 
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AFTERNOON SESSION 

MR. CARSON: I have concluded with Mr, Norman, my lord. 

MR. EVANS: In snswer to 3 question asked by your 
lordship just before the adjournment, I should like to speek 
for a moment to the quotation in Mr. Norman's statement from 
page 72 of the Drayton-Acworth report, I think your lordship 
asked this question, 

THE CHAIRMAN: Will you perdon me es moment. What page is 
that? 

MR. EVANS: At page 723; that is in the Roman numerels. 

THE CHAIRMAN: What page is it here? 

MR. EVANs, Page 2 of Mr. Norman's statement. I think 
your lordship's question was whether the report went on to 
give examples of these unremunersative rates. I think the 
answer to that question is this. They were not speaking of 
particular rates but rather of the principle that the enterprise 
which is recommended by the report and which became the Canadian 
National Railway should be on 2 remunerative basis and that if 
it were otherwise than on 9 remunerstive basis, there would 
be rates which were unremunerative in themselves, but it 
would have to be supported by a subsidy. There is no indication 
that they had any specific rates in mind. 

The second point I wanted to mention is this. I think 
my friema Mr. O'Donnell now agrees that his interjection 
that that passage referred only to the Intercolonial end 
the Transcontinental is perhaps not right. It applies to and 
is a reference to the entire system which the report would 
have called the Dominion Railway Company, which sefterwserds 
became the Canadian Netionsal; because on 2 previous page 
it speaks of the Dominion Railway Company, the self-contained 
system of 20,000 miles and in the particular paragraph 
with which we were dealing, and also in the preceding 


paragraph, it speaks of the system of which the Intercolonial 
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and the Transcontinental were 2 part or were included, I think 
quite obviously the quotation given by the witness referred 
to the entire system. 

MR. O'DONNELL: I think that is possibly correct, my 
lord. I think one has to read the entire paragraph which has 
four subheadings. I just looked at the second subhesding 
under which these words appesred. 


THE CHAIRMAN: All right. Who is going to continue? 


HENRY GORDON NORMAN recalled 
EXAMINED BY MR. COVERT: 

Q. I wanted first, Mr. Normen, to clear up a few small 
items in your statement. I want to meke sure thet I understood 
them. For instance, at page 5, at the top of thet .- 
page, you referring to the Shown by Exhibit 

257 or what would have resulted, and you say: 


"This latter deficit is, however, after charpigg 


as an expense $3,826,000 representing the 5% premium 


on bonds called for redemption in 1949 and unamortized 
discount thereon,..." 


I wanted to ask you if you thought thet should have been 
treated in a different manner or if you sre merely pointing 
to that as Something os extraordinary in this perticular year, 

S, | bhink in this 1t is\.just extraordinary for this 
particular yeareceuse it was the first year that Newfoundland 
Railway loss was taken up ,because factually it was only 
nine months of this operation. And the other is an unusual 
item or a refinancing matter, 

Q. In a refinancing matter of that kind, is it usual to 
take it 911 out in that year or, for instance, would it be 
amortized over sa period of yeers? 

A. I would say there sre two schools of thought. One would 
take it off the entire yesr but usually it is charged off 


Surplus in s commercial orgsnizsation rather thon to profits, 
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There is enother school of thought which pro-rsetes it over 
the lifetime of the bonds whichare teking the place of those 
which have been called, 

COMMISSIONER ANGUS: Q. Sa you applying uniform 
eccounting, is that the sort of point you would expect to 
be dealt with? 

A, Yes, 

MR. COVERT: Q. At the bottom of pege 6, I should like 
to draw your attention to the last two or three words where 
you say: 

+ SRM RE wht] “he <seen thet in England, the 
national undertsking is required to pay a fixed 
return on its entire capitalization," 

This perhaps has not been in 3 sufficiently long time to 
determine what happens if they cannot, but did they have 
8 deficit in their first year? 

A. In the first year, efter charging the interest there 
wes a deficit off1,714,000: - and this deficit was 
carried forward to the next year. 

THE CHAIRMAN: Q. Whet figure did you give? 

‘41,714,000, my. lord, 

MR. COVERT: Q. Then at page 7, in the first paragraph, 
and you are dealing here with the question of construction 
of additionsl branch lines, you say: 

" If construction is undertaken as 9 means of 

tapping major sources of revenue then freight rates 

Should always be at such a level so that either there 

would be earnings availeble at 311 times to cover the 

cost of such development, or such costs could be financed 
temporarily through borrowings with a view that 
ultimately the net revenues from such additional 
construction will be sufficient to yield a reesonsable 
return on property investment -- " 


end so on, I just wanted to get clearly from you 


a, 7.8 
+. 
: 


ot 


mis re 
Ary | he (i A ten Va | 
é ' y 7 sod 


ASO GE vatnrssiy donde wdoeats bie £ oe % ond = | 
saad te: sockhg ot oraiied om) Hata shirod: ott: Ppt pe ‘ae, 
.fofhan 96d, sved ses id 
miata. QALY cliame ¥ wo, i! 48 peUeMA MEMOK SEEMS, 7 a 


\ ae 
. = ra 4 * a J 5 
od twaqx toow ming Imag te Jsoe okt Fang Gl .adtdmvooss, -. 


Tdsiw tisesb sd... 


Me fe A «* 
} : ~ Phen ; - fy, «a PRNt 4 a4 
fil Hivore £.. o To: moddort eit FA\.9 sTEvOU . 
- , “ + a he A oat ky es ory rye iy 
~anw 2be aT: To owas te iy of aoliJosgte sisc0y weil ov 
er ay 
+Vee SiON, 
= “a 4 a: pci - a Kaur nt eo 
Oil prea ih. 3 J a s Bs - fe 5 4 CA de ke 
‘ es € “~* ile ised ame ¥ ee Poa coarse My * ve os 
a \' i AJ a. is i aw LB 1p z 5 MR Be OL hp wis EGS wT tt 
= ae ee i. ‘J ie he io fetter tigen & 
fIQis Bf feyiqge? OC DGS Qk mo BPEUGTOt. 
hs 
- i 
Z an 7 ae ent eo ra > ee, BDA n- ~ ~ oe ~y y - F ve. Ks " ~~ ~ 7 
7 Cia, Tin. Pod: WhO cok Eee & A oes TOLE BSE: SCre hs oq aint 
‘3 ‘ es 4 
a 3 
evewt - ‘ott > BR ae a DP ee a ee ae ee — > n s S 
SVR. YSts . Sere Pe EW ITE hod 6 OR fT ce EE “5 rir Smtorrs 4h 
: en ¢ Peer bS ees neh ah. On f = 
bie ETASY FHL 2. SES ey tb TEOLIOD & 
{ 
at . a ¢ ff. * 
i * f i » 
) ey We ia i Tea : ie tokp a © ot cE «A 
J 
rae Be Re oe a Py eo cee p'eee +: % ane 4: os mee 
Hy Lae DO: Gere PB ae Ae uh Bg eg, AO TLOLISo & Sew 4 


5 
. ~ afk). wth bene Soe 7 
' yor off of Brewtot berkeens 

fi 

. + sBaMcr Gh RT 

UES a7 J Th SWAMHEAHD oerT 

saree Ory) . Fs 4 

5 rik < PX & EY « dh < 

a hs i, . Ke.  akta % «FIT Ea Tag ~ 
a ‘: #2 4 ow Frees «i adi WO Pe ely! { 


wp of ‘tiw. evart patieeb ote voy bae 
syeo Goy ,e@cmil domed [egotvtobe io 
dotcdretre ef oofjersgenes I " 
Scrrev¥et Tx osroe roles arigqas? 
fFavel « siowa de ad eyewls bivaris w 
ge sideltave egatetne ed Bliow 

fove wo , tromde faved ae we. Jo Feo < 
tix sparnorsrod anurans ulixeraqued ms 
mort sounsves Gen eit ‘pfodomiate 
ineiolTiIun, od Cr iw doxtowndanoe | 
~~ Ghomscovet iat ao, auton. 


Win 
Ee oat basen} 


el 
_ 
7 


~ 20649 
2 Mr, H.G, Normen 


what you meant by this "financed temporsrily". 

A. So far as that is concerned, one normally in sa 
commercial undertaking might borrow money until such time and 
on a basis that over 2 period of time proper charges for 
amortization of the cost would eutomatically put them into funds 
to pay this money back, 

@. You are distinguishing between “temporary finencing" 
and what you call permanent financing? 

A. That is correct; as between equity financing and 
borrowing. 

Q. In the very next poragraph you say: 

"In regard to MY. Gordon's statement, commencing at 

page 18383, dealing with the effect of acquisition of 

unremunerative lines in national interest, there is 

no question in my mind but that operetions such as the 

Newfoundland Réilway and Steamship Services should be 

segregated and operated purely 3s en egency for the 

government and the government should meet deficits, if 
eny, through annual appropriation, " 
What I wanted to find out is what you hed in mind in the 
long run. Are you forgetting 211 those except perhaps for 
the Newfoundland Railway and the Temiscouata, or do you 
think there Should be a complete segregation of these 
So-called lines that were constructed in the netional interest 
end that they should sll be put on that management basis? 

A. I would feel that,in so far as those which, es one 
might sey, ere just small branches out from the main line 
but which have been constructed on that basis, I do not think 
they would be of sufficient magnitude to justify segregation 
end all of the things which go with thet, which would mean 
Separate sets of accounting and inter-line arrangements 
8nd 311 sorts of problems. But where it is a large part 


énd es large section of the road, I think it is of an entirely 
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different character and should be treated entirely Seporately, 

Q.- Who would you think would be the judge there? 

A, To 98 great extent, I would think thet the 
government itself is the Judge of whether they have instructed 
the C.N.R. to take certain things over or whether they have not, 

Q. Would they then be the judge as to whether or not it 
was to be handled in this manner ? 

A, No. I think then that the directors of the Canadian 
National should be the judge of thet, having due regard to 
the ultimate. : possible feeder value and so on and so forth, 
and also as to the relativity of the smount that is involved. 

Q. At the present time had you in mind enything else than «» 
say the Newfound lend Railway and the Temiscousta Railway? 

The Hudson Bay Railway is trested in thet way now, 

A.» MP, Covert, I do not have sufficient information 
in regard to the Canadian National , 

THE CHAIRMAN: If I remember rightly, did not Mr. Gordon's 
Statement contain a list of these unremunereative lines? 

MR. COVERT: That is not my recollection. 

THE CHAIRMAN: That is not what you have in mind, 

MR. O'DONNELL: He gave 9 list of the lines purchased 
in 1929, 

MR. CARSON: I think Mr. Norman just took the 
Newfoundland Reilway os on instance, as one which he thought 
there was no question on. 

MR. COVERT: Q. At the top of page 8 there is 3 comparison 
of the Canadian Natio ana the Cenadian Pacific, heavy, medium 
and light traffic density lines, and there is a note (a) 
there that says. that the 23,300 miles of the C.N.R.: 

" Includes appreximately 4,000 miles entrusted to 

the C.N.R. for operation, the original cost of 
which carried no fixed charges in the railway accounts," 


Would you explain thet? 
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A, The purpose of putting thet footnote there was to 
highlight the fact thet those4+,000 miles 44a not in fact have 
eny fixed charges against them et the time they were 
taken over, 

Q- What 4,000 miles sre they ? 

A. The 4,000 miles ere made, Wy 8 or more than self- 
sustaining mileage, 1904 of the marginel character sna 
328 of the submerginal, 

Q. No, that is not what I hed in mind, 

MR. O'DONNELL: Identify them. 

MR. COVERT: Q. What I was trying to find out was this. 
What you have done with these 4,000 miles is that you have 
Subdivided them into the headings of heavy, medium and 
light? 

2 A, Yes. 

Q. Wheat I wanted to find out is if you can identify 
those 4,000 miles, and say from whence they came and where 
they sere? 

A. The information that I have obteined through the 
officials of the Cenodian Pacific is thet the National 
Transcontinental, Winnipeg to Moncton is 1,825 miles; the 
Barroute to Beattyville is 39 miles; Tascheresu to Noranda 
end Rouen is 44 miles; iden Shia and Seneterre is 102 
miles; Lake Superior cut-off is 30 miles; Lake Superior 
Branch, Superior Junction is 160 miles; Intercoloniael Railway 
Montreal to Halifax vio Levis, which includes 36 miles of 
treckage rights, is 863; branch lines in Prince Edward Island, 
286 miles; in Nove Scotia, 445 miles; in New Brunswick, 

456 miles. That totals 4,250 miles 211 told. 

Q. Whst you say is that when the C.N.R. was entrusted 
with those lines, they brought no fixed charges into 
the system accounts. Is that it? 


A. That is correct, 
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Q. hen in the next beragraph you say: 

"I would at this time like to make the general 

observation that where government agencies undertake 

commercial enterprises, great care should be taken to 
avoid the COmmingling of commercisl operations with 
government costs end government Subsidies," 

I just wanted to ask you ebout that, Perhaps that would be 

all right in theory, but is it practical in the case of 

@ nationsl railway system? 

A. It is precticsl from the standpoint of the segrega _ 
tion of those things which are taken over purely for national 
reasons. Those would be governmental cost to the extent 
that they operated at a loss. 

Q. It has perhaps proved practical you say in the case 
of the Hudson Bay Railway, 

A, That is correct, 

Q. And it might be practical in the case of the 
Newfoundland railway where it is entirely segregated? 

A, That is correct, 

Q. It might even be more practical there then in the 
case of the Hudson Bay Railway. 

*, That is correct, 

Q. But it would not be very practical, would it, if 
the line formed sort of 3 link between other parts of the 
system? 

A. That would depend, I think, on the size of the 
link. If it was a large link, it would be practical. Bf it 
was only 9 small link, it would not be. 

COMMISSIONER INNIS: Q. Would the menagement of these 
different sections not be appealing to the Canadien National 
Railway for the revision of their capitel structures? 

A. I think the management of that perticuler system. 
would probably be the Canadien National on behelf of the 
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Canadian government. They would just be appealing to 
themselves, 
Q. You say then that the Newfoundland Railway, which 


was placed in this position and whose accounts were always 


Showing up {yn isuch an unfavourable way, 


Canadian National Raitways for the revision of the Capital 


structure, 


A 


oOo YF © 


Of their ow Structure. 
Yes, 
I would think so, 


There would be Several to be dealt with instead of 


Just one, 


A To be dealt with because they are national 


institutions entirely. 


Q. You break them down. 
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(Page 20656 follows) 
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MR COVERT: Q. Then on the same page you go on 

in the next peregraph to say: 

"I am of the Opinion that the Government enter- 
prise in the railway industry should be organized, 
insofar as possible, on 9 basis whech Will meet the 
following objectives - 

(a) Clear Segregation of the operations 

which are undertaken Solely as e matter of 
Government policy," 
Now, on that do I gather that you Say the Government 
decides in the first instance whether they undertake the 
operation but that the directors of the Canadian National 
Should decide as to whether or not it should be kept clearly 
segregated from the system? 

A. I think 2 great deal of that depends, ss I said 
before, on the quantum. If it just is going to be 3 few 
miles I do not think it is a matter of very great import, 
end I think every railroad is bound to have certain smell 
mileages which are going to have deficits for the time 
being, and I do not think thet is important; but where you 
build a large branch line for purely nationsl purposes, [I 
think it can be and I think it Should be segregated, 

Q. Now, I think the evidence before us was that the 
Canadian Nationel submitted to the Government in the case 
of the Newfoundland system that it should be taken in on an 
agency basis; I think that is correct. Now, apparently the 
Government thought otherwise, and they have entrusted the 
Newfoundland System on the same basis as other railways, 
whereby the losses ere taken into the system accounts, 

Now, what you suggest then, Mr. Norman, is really that 
there be a statute that says in that case thet the Cansdian 
Netional directors should really be able to insist that 


they not be taken into the system? 
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Fea LOG OF course, as I say, far be it from me to 
put myself up a8 disagreeing with the Government's 
policy, but I am merely expressing s view as to how 
one would normally seccount for these things, es en agency 
rather then as an owner, 

Q. Whet you are in effect trying to do here is to 
put the Cansdion National on certainly 2a nesrly commercisl 
basis; is thet correct? 

A, That is correct, 

Q. <&nd then under item (b) which follows at the 
bottom of page 8 ana Goes on to page 9, you say: 

"The placing of the commerciel or self-supporting 
part of the enterprise on a basis comparable with the 
investor-owned companies es to capitalization, operet- 
ing expenses (including taxes ana depreciation) 5.7 

By taxes there do you mean income taxes as well? 

A. Income taxes, yes, 

Q- . . .'and charges payable as an overall return on 

Gapibal ." 

Now, I wanted to ask you 8S a practical man whether you 
thought that a thing like that could be done, to, for 
instance, insist that the Canadian National pay income 
taxes? 

A. That would be entirely, sir, as a matter of 
Government policy, I would think, rather than from 3 
practical policy, 

Q. Well, if you look at the publicly-owned utilities 
throughout Canada, do you find any of them in that position? 

A. You find--- 

Q. The publicly-owned utilities -- for instance, the 
municipally-owned electric anda telephone utilities, the 
municipally- or provincially-owned, or eny of the Dominion- 


owned companies -- do you find them in that position, where 
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they pay taxes? 

A. Whet we know ss Crow companies? 

Q. Yes. 

A. No, they do not pay taxes, 

Q. What I om asking is, do you find any situation 
Similar to what is Suggested here? Thset is why I am 
asking you whether you thought es a practical matter the 
public would stand for it? 

A. Well, in answer to that I would say I think there 
is only one situation where you have got two lerge rail- 
roads to compare one with the other, You have got the 
Situation so far as normal public utilities care con-~ 
cerned, and whether they be electric light and power com- 
panies or others, you have publicly-owned companies, but 
8lso have a large number, 3a very large number, of private 
investor owned companies, whose rates can be measured one 
against the other, and they are not dependent upon measur- 
ing rates against the results of the publicly-owned Crown 
companies -- entirely. 

Q. Well, I may be wrong, but I think we heard Mr. 


Frawley protest very vigorously at the thought of the 


Canadian National paying income tax, and what I am suggesting 


is thst thet might be the situation throughout the country; 
they would just say, "Well, that is really one method of 
getting rid of some surplus they have, the railways"? 

A. Well, if you do not pay income tax you ere trans- 
ferring to one group of citizens the cost which should be 
borne by the other. 

Q. Well, you think there would be no qdifficulty, I 
gather? 

A. I think there would be considerable outcry, but 
that still does not do away with the theoretical fact that 


I think it is desirable. 
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Q. Then in the second peregraph, that is (c) on 
page 9, you say: 
"The showing by the commercial part of the 
enterprise of the full interest cost of Government 
funds invested. Interest on Government capital 
Should be payable if earned, should be cumulative to 
the extent not earned so that the Government would 
not consider that any part of its investment has been 
paid back out of Surplus earnings until it hss 
received interest in full." 
Would that be putting them back somewhat in the position 
that they were before the 1937 Recapitalization Act? 

A. In part, but not entirely. It would be putting 
them into the position where they keep 2 record without of 
necessity showing the obligation in their accounts as such 


annually, but they would keep a record of the amount of that 


cumulation, 
Q@. Now, it just seemed to me, Mr. Norman -- and I 
would like your views on it -- that the combined result of 


(2), (b) and (c), omitting (d) for the moment, was to 
really say that here this Government-owned railway should 
be put as nearly as possible on e commercisl basis, so that 
you can more properly gauge the result of its operetions 
With its competitor? 

A. Well, I would not put it so much from the stand- 
point of gauging its results. I think it is more from the 
Standpoint that if its results sre going to be taken into 
Comsideration in deciding what is the proper rate of freight 
anid toll that should be charged, its results should be of 2 


Comparable nature, 


Q@. Does the root of any recapitalization -- is that 


affected by your items (2), (b) and (c)? 
A. Well, I think the suggestion thet $760 million be 
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turned into equity capital--- 
THE CHAIRMAN: Q, Would you please repeat that? 
What do you say about that suggestion? 

A. The suggestion thot $760 million of funded debt 
be turned into equity capital has a very definite bearing 
on (a), (b) ena (c), because you are turning something 
which has a fixed Obligation into Something where it is 5 
purely voluntary Obligation, not even involuntary to the 
extent that if it is earned, At that point I would like 
to refer to the fact that there 1s ebout s billion dollars 
of income bonds presently outstanding in the United States 
railroads -- $1,046 million -- many of which have this 
cumulative feature, 

COMMISSIONER INNIS: Q. Did you say none of them 
have this? 

A. No, 1 say many of them; practically most of them 
have. The cumuletive features vary. In some cases they 
are cumulative up to 134 per cent, some up to 18 per cent, 
end some fully cumulative; I will say the less number is 
fully cumulative. But it is @ recognized proceeding in go 


far as commercial concerns are concerned, 


Q. You would not worry about expressions of political 
views in the regions which are concerned? I think we had 
Some evidence in the Maritimes that they disliked this ides 
of separated accounts Showing = deficit, because it clearly 
reflects on the whole position of the community? 

f.. Are you speaking now, Sir, with regard to segrega- 
tion of nationally operated lines? 

Q. I am thinking of this general proposal that you sre 
putting forward, 

A. No, I don't think so. 

MR COVERT: Q. Perhaps I could put it this way to 


you, Mr. Norman: It has been suggested, I think, that the 
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people in the Maritimes do not like to have shown the 

deficit that the Intercolonisil or the I.C.R. suffers, 

and thet if that could be hidden in the gtneral pot they 
would perhaps like it better. I think Dr. Innis' question 
is, wouldn't you receive the same kind of representations 

Say from the Newfoundlsenad System or any system that is set--- 

A. I think that is quite possible, yes, I think that 
is quite possible. 

COMMISSIONER INNIS: Q. That does not worry you 

particularly? 
» Whos 

MR O'DONNELL: Not from the Windsor Street point 

of view, 

THE WITNESS: Not a bit. 

MR COVERT: Q. Now, at the top of page 10, Mr, 

Norman, you say: 

"It seems to me thet the Cenadian National cannot 
be compared with an investor-owned railroad in reorgan- 
ization or bankruptcy proceedings. There is no 
problem of marketability because all of its debt is 
either held by the Government or is guaranteed by the 
Government." 

I just wondered if you thought that there were any in- 
consistencies or any need of reconciliation between that 
and the item (b) at the bottom of page 8, where you had 
discussed putting it on s commercial or self-supporting 
basis? 

A. No, I think, Mr. Covert, if you look st the bottom 
of page 9, I deal with the fact of whet would happen in 
reorganization proceedings of an investor-owned railroad. 

Q. That is right. 

A. Then I bring out the fact that you cannot compare 


that with the Canadian Nationad, because they have not got 
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the same problems, They have, I won't say free money, but 
they have money available to them, and the privately-owned 
railway does not; it has got to go out and get that money. 

Q. I just thought that in effect you do on the one 
hand ssy that they cannot be compared? 

A. From that point of view. 

Q. It was just from that point of view? 

Ans Yes, 

Q. The reorganization point of view? 

A. Yes, 

Q. And I suppose that that lack of comparison perhaps 
seeps through the whole discussion es to what the re- 
capitalization of the Cansdian National should be? 

A. I think you sre right. 

Q. Now, on page 11, in the first full paragraph 
there, the third proposal, you are discussing there the 
40 per cent of the cost of future development lines, and 
you divide them into two @roups. Have you found the place? 

foo iyes sol Have <it, sir 

Q. You say: 

" (4) Those which are fully justified from s commercial 
Viewpoint and which may be expected to add earning 
power and therefore represent in whole or in part 
real edditions to the Canadian National equipment 
and roadway property. 

(2) Those which are not justified from s commercial 
viewpoint but which are underteken solely as a 
matter of National policy." 

Now, again I wanted to find out, who would decide whether 

it is a commercial proposition and whether you thought the 
Canadian National directors should have the decision -- 
perhaps not just a decision, but the right to decide whether 


or not they will operate a line on a particular basis? 
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A. Well, I would think first of 211 that that would 
have to be in some degree measured by whether or not they 
got direction from the Government in the first place. If 
they get direction from the Government, then I would 
imagine that their Statistical section and their engineers 
and other appropriate people will figure out whether or no 
it is of commercial value or whether it is purely of 
national value, and I think they must be the final deciders 
as to whether it does have commercial value or not. 

Q. And you ‘say then if it is of commercial value, 
which the statisticians end sccountants and so on of the 
railway will determine, then in that case you say there 
is no justification for requesting any departure from the 
usual method of financing? 

A. That is correct, 

Q. Now, by the ususl method of financing, I first 
wanted to find out just whet you mean? 

A. The usual method of financing, from the commercial 
viewpoint, is that you may have s cert2in amount of earn- 
ings which sre retained earnings which are available for 
the purpose of expansion, and those are used. Then you 
may get further moneys towards this construction by 
borrowing money. Those ere the two normal methods of 
finencing of further expansion. ‘nd the third way would 
be to go out and get brand-new money of an equity nature 
and pay for it. 

Q@. In which case you would expect 2 return on it? 

A. Well, I certainly would not expect to go out for 
@ commercial enterprise end borrow money and tell somebody 
I am not going to pay him anything. 

Q. Now, I put it this way to you, that if the C.N.R. 
were to make the decisions es to whether or not they viewed 


it from 8s commercial viewpoint, or say it was justfied 
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from a commercial viewpoint, if they were to make that 
decision, and if they had the possibility of securing 
capital on the basis that is suggested in the proposal, 
they would be unlikely to ever decide that this had 
commercial possibilities? 

A. If they had the Possibility of getting ho per cent 
free? 

Q. Yes. 

A. I would think they would consider quite a few of 
them from 9a commercial viewpoint, because they do not have 
to make any return on 40 per cent of their investment, 

Q. The proposal to which you refer there, Mr, Norman, 

is number three; tis at that future development lines 
Should be financea to the extent of not more than 60 per 
cent by interest-bearing securities, the balance to be 
Supplied by the Government against the issue by Canadian 
National of 3 commensurate amount of equity stock? 
A. Thet is PIignty 

THE CHAIRMAN: Pardon me. Does that refer -- it 
seems to, a8 you read it -- exclusively to lines to be built? 

MR COVERT: Yesporutire development lines. 

THE CHAIRMAN: Not to lines to be taken over, 

MR COVERT: That is right. 

THE CHAIRMAN: Unremunerative lines and so on, 

MR COVERT: No; this is purely future development 


lines. Now, Mr. Norman has divided those into two classes, 


one class fully justiried from 8 commercial viewpoint end the 
other which sre not Justified from 9s commercial Viewpoint, 

THE CHAIRMAN: Might you say that that may be the 
two classes which Mr, Gordon had in mind when he Said what he 
did say there? 


MR COVERT: It might be. 
THE CHAIRMAN: Thoet the compéeny would remain free 
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either to act or not to act. 

MR COVERT: That is right, Mr, Chairman; it might 
well be. 

COMMISSIONER INNIS: Q. Could you draw a Sharper 
line, and say that everything that is going to lose is a 
matter of national policy? 

A. No, sir, I would not Say that. Anything might 
lose very readily for one or two years. Many commercisl 
enterprises will Spend considerable sums of money, but they 
don't expect to get a return on the day that they Spend it. 
It may lose money for two or three years, but the ultimate 
results might far offset the loss of return for thet period, 

Q. Then everything that is going to lose permanently 
is e matter of national policy? 

A. Well, I won't Say permanently, but for 3 long 
period, until, if it .is 5 case of a railway teken overs 1t 
has had an opportunity to be rehabilitated, 

Q. It would seem to me very difficult for the 
Canadian National to draw the line, when there Wes a pros- 
pect of having to operate say at 5 per cent from a commercial 
point of view and 3 per cent from s netional point of view? 

AgiAWelh,. gin: iaa.t understand one of the comments of 
Mr. Fairwesther in connection with this, it was that this 
to some extent: wes needed on account of the higher cost, 
end there was a3 suggestion TI think made that there should be 
Some form of a Subsidy, which I assume this 40 percent is 
looked upon as, Now, if you are going to have a Subsidy on 
account of higher costs of development lines, it seems to me 
that 9 similar Subsidy should be given to the C.P.R. if they 
ere going to build development lines. 

MR COVERT: The C.P.R. does not want subsidies, Mr, 
Normen, 


THE WITNESS: I am merely expressing my view, not 
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necessarily the C.P.R,'5 view, but I do not think you could 
treat one one way and one the other, 

COMMISSIONER ANGUS: Q. If a mistake were made 
in the classification, would you correct it, in the light 
of experience? TI mean, if a railway were Classified ag 
fully justified snd turned out not to be fully justified, 

A, No; I think that the risk is teken at the time, 
like any other commercial enterprise. I think you take 
that risk and you Stand by it. If you lose you lose, [I 
do not think you can have two bites at the Same cherry. 

COMMISSIONER INNTS: Q. The fact that the Govern- 
ment is there to catch the ball might mean that the 
Cenadian National would take-a rather conservative view 
Bs Ley 

A. I agree with you there, sir, 

MR COVERT: Q. That is whet I was Suggesting, 
Mr. Norman, that in the one case they do have a 60 per 
cent funded debt; wosn't that correct, under their pro- 
posal? 

A, That is correct, 

Q. In the other case the Government would take it 
over and they would have no funded debt, and if the thing 
operated at a deficit it would not be shown in the system 
accounts? 

A. Until such time es it woulda either get itself on 
8 commercial basis or until such time as it becomes an 
integral pert and a feeder to the system as a whole and 
justifies that change. 

THE CHAIRMAN: Q. I wonder whether this Ssug- 
Sestion could be applied on other railways equally as well 
8s it might be applied to the Newfoundland Railway and to 
the Hudson Bay Railway, which stand off apart by them- 


Selves, Could you cut sll the other railways up that way 
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and run them on this Same system? | 

Ao NS pw My lord, I do not think that is my 
intention or my thinking, My thinking is that in one case 
you have got a Suggestion that they sre going to build 
development lines essumedly and they want to get a certain 
amount of that Capital. Now, if those development lines 
are going into 2a Section of the country in the same way 
as I think the line wag built in to Norands Some little 
while ago -- and certainly no one can deny that thet was 
probably s commercial line built for the purpose of Opening 
up that section; I do not know whether it pays or not, 

Q. Well, I must confess that I did not have altogether 
in mind your present Proposal; I had the more general pro- 
posal of yours about the segregation of these lines which 
ere unremunerative, risky, to remain Government lines 
under the egency or management and operation of the 
Canadian National Railways. Theat is your general proposal? 

A. Yes; those which were taken over--- 

Q. I beg your pardon? 

A. Those which were taken over, my lord, as a national 
policy, 

Q. Well, that policy can be applied end is being 
applied to the Hudson Bay Railway, and I can conceive of it 
being applied easily to the Newfoundland Railway or even to 
the Prince Edward Island Railway; they are 38ll orf by them- 
Selves, 

A. Yes, 

Q. And easily secounted for, Could you apply this 
System of yours with the same facility to the other lines 
that have been toalcen over? 

A. Not if they become a part of the system itself, 


@. I mean, are there not some of them so situated that 


they do become--- 
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A. I agree with that, my lord, yes, 

MR O'DONNELL: As I understand it, Mr, Norman's 
proposal is really another method of doing what Mr, 
Gordon's plan proposes, with this, that the segregation of 
these lines, as I understand it, is counter to Government 
policy in most cases, as it is sat the present time, 

THE CHAIRMAN: Probably for the reasons I have 
been given there, 

MR O'DONNELL: Yes. 

THE CHAIRMAN; Except in the case of the New- 
foundlend Railway, which ig not susceptible to those 
reasons, because it does Stand off by itself in a way, 
and might, it seems to me, be handled as an egency commit- 
ment rather than as oan integral part of the system. 

THE WITNESS: Yes. 

MR COVERT: Q. Then on page 12, Mr, Norman, in 
the third peragraph down, you say: 

"In my opinion provision should be made by the 
issuance of income bonds or some other type of 
Security on which a fixed interest or dividend rote 
is to be paid if earned So thet a return on the 
capital invested by the Government must be paid if 
earned," 

Now, I wanted to find out first if you had in mind that 
éll of the present equity capital as well or Just the fixed 
debt which might be converted into equity capital would be 
put on the income? 

A. I am Speaking now of the proposed change from 
funded debt to equity capitel, and also these 40 per cent 
additions and the $300 million. 

Q. I see. Then you meen, for instence, if financing 
were done of these so-called development lines where 60 


per cent wes advanced in the form of bonds and 40 per cent 
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equity capital, thet 40 per cent would also be in the 
nature of income bonds? 

A. Either income bonds or some capitel which had 
some fixed rate of return, 

Q. Payable if earned? 

A. Payable if earned, 

Q. And in that connection would you add to this 
paragraph that that should be on oa cumulative basis? 

A. I think there might be 3 limitation to the 
cumulation, because there is no purpose in building up too 
great a millstone to heng ground the neck, if the millstone 
is there. 

MR DONNELL: Another Capital Revision Act of 1937. 

THE WITNESS: That is whet it would call for, if 
you did not have the cut-off, 

MR CARSON: What did you say, Mr. O'Donnell? 

MR O'DONNELL: It would require another Capital 
Revision Act of 1937 to deal with the deficit. 

THE WITNESS: You would not be dealing, Mr. 
O'Donnell -- if ‘I am supposed to answer you -- with a 


deficit at all, because you would not have one. 


MR O'DONNELL: That is, on your theory? 
A. On my theory. 

MR COVERT: Then on page 14, Mr. Norman, I 
wanted to deal with thet paragraph just ebout in the middle 
of the page: 

"These points lead one to the conclusion that the 

basis for rate making should be laid down by law as 3 
reasonable return on 2 proper determination of property 
investment used and necessary to give the transporta- 
tion service demanded by the public." 

Now, I wanted to know first if you are suggesting there 


that a valuation should be made to determine 2 rate base 
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for both railways? 

A. Yes, 

Q@. Then I wanted to ask you in thet connection if 
you thought that that would give to the Canadisn Pacific 
the protection which it seems to feel that it requires; if 
the Canadien National as 3 result of thet had surpluses, 
would not the pressure still develop? 

A. That is quite possible, yes, but es a basis for 
determining a rate I consider that the return on invest- 
ment, having in ming these surpluses which may be accumu- 
lated, would be better than merely comparing the require- 
ments of the C.N.R, 

Q. Would you put it this way, that perhaps it means 
that the Canadian Pacific is prepared to take its chances 
in competition if they sre both on a reasonable rate base? 

A, Well, I think you would have to ask the Canadian 
Pacific officials, not. melout cannot speak for them, 

COMMISSIONER ANGUS: Q. For the purpose of 3 rate 
base is your proposal that specific property should either 
be in or out? I mean, there is no question of taking some- 
thing in st half its value or Something of that sort? 

A. You mean in go far, Mr. Angus, as the segregation 
of the non-commercisl from the commercial is concerned? 

Q. Yes. 

A. No, I do not think you can be half in, half out. 

I think you might have e middle lone there, where you might 
have one which is partially commercial and partially Govern- 
ment, in which case I think that the problem, if it is a 
problem, of building s line, should be met by 8 subsidy, and 
Clearly so stated, 

Q. You were not considering the possibility of saying, 
here, we have 3 property that if it were all in would go in 


at $5 million, but in view of itts low earning power we will 
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put it in at $3 million -- that sort of thing? 
A. No, I was not Visualizing thet at lL. sin: 
MR COVERT: Q. At the bottom of page 16, I just 
wanted to make sure thet I understood what you meant, You 
say: 
"In order to Seuge as to what should be the 
financial structure of the railroad, it would be 
necessary to have the following information:" 
Now, in 1, I take it that what you sre Saying there is, 
you should endeavour to determine what we might call the 
intrinsic value of the property; is that correct? 

A. Hardly the intrinsic value; I would sey the 
factual cost value less deprecistion up to date. 

. -seOte Bay the... 

A. The factual cost less depreciation to date, 

MR O'DONNELL: A going concern, 

MR COVERT: Q. You soy: 

Ss Sen ee. whole an distinguished from such part of 
the investment as may be considered 3s being operated 
for national purposes," 

You mean--- 

THE CHAIRMAN: Q. Does that simply mean at 2 loss? 

A. Not necessarily, my lord, 

Q@. Because the whole System of the Canadian National 
is established for national purposes, 

A. Well, I think both the railways are established 
for national purposes, 

Q. Yes, 

A. I mean those which have been--- 

Q. When you say "such part of the investment as may be 
considered as being operated for netional purposes", would 
you give another description to thst so we will understand it? 


A, Well, it is 3 railroad such as the one which has Just 
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been taken over, this Newfoundlend Railway. One could say, 
being taken over -- being operated for netionsl purposes sat 
-- being taken over, rather, at the requirement of the 
Government and operated for their account. 

Q. Well, thet railway, if it should turn out or if 
it should be the case now thet instead of being operated at 
8 loss it was Operating at a profit, would you still 
Classify it as a railway operated for national purposes? 

As Not tor necessity, sir, 

Q. I see, Then when you do qualify "railway" with 
that language, you mean one which is bound to run at a loss? 

AY “Dat te correct, siz, 

Q. But which in the public interest must run? 

Ay§ THEtLis SOrrect ; (airy 

MR COVERT: I wanted to find out first, when you 
refer to the C.N.R., you are referring to the ..C. N, system? 
- That is correct, 


A 
Q. Including Government Railways? 


A You mean the old Canadian Government Reilways? 
Q. Yes. 
Ae Od eG 


Q. But what you would apparently do is to eliminate 
from that investment such of these as operste for the 
national purposes in the way in which you have just defined 
them? 

A. Thetis correct; such as those which are indicated 
maybe by Mr. Gordon. JI do not know whether they are sll of 
that same character or not, 

Q. Then in item 2 it is earning power thet you are 
desling with, isn't it? 

A. That is correct. 

Q. Item 3, you refer to en appraisal of the future of 


Canada and therefore the future of the C.N.R.; that is really 


>. 


‘le " os 


Lt Ae 


geet bite salty seat belt ssi bins aha, 


jo eenoniiiy fetofden vo bodoneqd gated oe v0 A 
ed? 16 dohswsclubet sid ve visdten (abo nenled abed © 


sditrops6 ss fertd 407 bedaiego BN taomerreveo 
: 


“Se no tup did “butte $f tL vewkten dane thew 6o" 0 


dads won eado odd od bluoda af 


titow. ¢ te gaitveieqo sew tt asuol e@ 


; ao 2f viteeelo 


ote .yttaesoon to dow 5A” 


mea? 


corte 


goarros el teAT 4A 


wee 
‘240 vv 


feoystat dtidve of i Hotriw 


, JOST 


~ ?PTHHVOD AM 


a 
¥ 
SS 
Le 
S 
i) 
— 
Ci 
*% 
+ 
4 
a 
= 


Sxedeve M.D. Y Set Oe Biltisior Ste Woy. FALMVO sid of teTet 


~ Lo +” . a“ 

¥ 
5 rf ae 

: stpettoo ex SonT +A 
bs 

- SayewileA tnemrsvoo 34 tbhyfont’ .2 

J y 4, a oy ha i a eee ee > t+ yea ray 
veld F ferewilien Trias ‘Ssyoyv if sthened DiS anid eso goy aA 


vent +} 
“ad - % Be Pet 
rents: s+ 6? Dh “is nsrteqae pivuew wo Je iw sat 9 


‘to fove tnenseevat Jedd mort + 


S73 5 J Sis | gs shiv 
bonkhob taut eved voy Aordw at yew Bae ae sosowule Lenotten 


$nsdd 


hHetsotoni ors otc seed we clove ptoetIoo et tant ba 


oT 


iis ots Wort “redder wornl ton ob I » opted st ‘ed ode . 


Jon bat mesos aéae anes tenis 
, : : a 
‘Sarid “hewod setlrrtes ef 22 ¢ est nt’ ‘wont r 


3 
© 


Trt arabe» cid tw satteep 4 
re 
sto wrncoved seit: on 


., te stitut edt to leetergge ae of grotto yee 
whe - aan . eels? A. ' ms 
tiftex et dene 2. 7.U.9 edt Yo a oterstd bas abt 


oo 'y 


~ 


Jy 7 


a die 


~20673- - Mr. Norman 


@ guess, perhaps besed on experience ?- 

A. It is a guess based on experience, which I think 
most people make before they start embarking on a large 
programme of expending money. For instance, I would like 
to suggest to you that if in 9 commercial business -—- I 
know one which we ere closely connected with -- there was 
8 programme made to Spend over 3 period of five years $150 
million, end there was 3 very, very complete forecast made 
88 to the future €arnings which were going to srise from 
that expenditure, and when it was Soing to come sbout, and 
they had to do certain banking facilities, and the - 
bankers would never have listened to then unless they had 
made these forecasts. TI am merely saying here that in order 
that you can SO to your benker, who is the Government , and 
Pay, Here. T want to change my bonds for something else," 
if I were the banker I would say, "Well, I want to see ag 
forecast of whet all this is about. If we do this, what is 
the answer?" ang you would have to take into considerstion 
38 possible change in the Economic situation of the country, 
the growth of the population, the possible Savings that can 
be made by doing certain things, and everything of that 
character, 

Q. I just wented to clesr thet up, Mr. Norman. In 
other words, people do in effect predict the future, I 
Suppose, every time they start an enterprise? 

A. Surely, naturally, 

Q. And the original prospectus of most companies is 
based on--- 

Ba’ OF prediction, 

Q. ---the tonnage they will be able to sell if they--- 
A. Thet is ENG 

Q. Theat is what you have in mind there? 
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Q. Some Ay please forecast of the future based on 
what information at least you can obtain? 

Aw ' That is correct. 

Q. Then item 4 is perhaps, as far as you are con- 
cerned, the crux of the situation -- the effect that it 
may have on the Cie oe 

A. That is correct. 

Q. Now, you Sey thet we have not got 1 -- that is, we 
have not any evidence as to the cost less depreciation to 
date of the Canadian National System? 

A. So far as I an aware from the evidence, 

Q. And you Say we have no sound appraisal of the 
earning power of the commercial lines of that sy stem? 

A. I have not seen any forecast of a oe 

Q. And you Say that we have not an appraisal of the 
future of Canade and the future of the C.N. from an 
economic viewpoint? 

A. Not expressed in dollars oat mals 

Q. Do you Say that they have not presented to us a 
realization of the effect of this contemplated change in the 
financial position of the C.P.R,? 

A. Well, number 4, I would think that you will have 
that in due course, 

MR CARSON: You said "they" had not presented it, 
MR COVERT: Q. What you are saying is that the 
C.P.R. witnesses are presenting that now? 

A. That is correct, 

MR O'DONNELL: We had always assumed that they were 
Capable of taking care of themselves, 

MR COVERT: Q. At the bottom of page 17 you give 
figures; you say, I think, after having arrived at the 
conclusion thet the only adjustment required woudd be 


depreciation reserve, with a corresponding reduction in the 
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present equity capital, then you present two figures. Yoy 
say: 

"Such an adjustment might possibly be in the approx- 

imate range of $350,0d0,000 . , Deis 
I wondered how you arrived st that? 

A. Well, that was arrived at in a very approximate 
manner by trying to relate the reserve of depreciation 
which the Canadian Pacific has in relation to which pro- 
perty, end taking somewhat of a similar approximation with 
regard to the investment in railroad of the C.N.R. As I 
Say, here I have no knowledge as to whether the figure is 
correct or is not correct. 


Q. It might be out a good deal? 


A. Well, I think that if you look at the C.N.R. report, 


on @ property of approximately $2 million--- 
Q. $2 billion? 
re S$2cbiLidon, that you have an accrued depreciation 
of $150,000. From our normal commercial viewpoint it does 
not look very much, 
Q. 350--- 
A. 125 plus 25, isn't it? 
MR EVANS: Q. Thousand or million? 
A. $150 million, I should Say; I beg your pardon; 
Which is roughly 63 per cent. 
MR COVERT: Q. And $350 million would be what? 
About 173 per cent? 
A. 350 plus 150 would bring it up to half 3 billion, 
which would be roughly 25 per cent. 
Q. This would be $350 sdditionsal? 
A. That is correct, yes. 
Q. And that would be, you say, about 25 per cent. 
What is the situation with the Canadian Pacific? 


A. Depreciation reserves, Cansdian Pacific, December 
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31, 1949, ageregateg $464 million as compsred with -- that 
covers all of their property; I have not got the exact 
figure here on the railroad -- ag compared with $1,381 
million, 

Q. $1,381 million? 

A. $1,381 million. I can give you that, sir, with 

regard to railway, Railway is $384 million 8S compared 
to $1,200 million, which is roughly--- 

Q. 32 per cent? 

A. About 32 per icent, 

Q. Then from there you have proceeded to give us 
another figure; you Say, which would leave 8 balence of 
$424 million of interest-free capital. You have deducted 
the $350 million--- 

A. I have deducted the $350 million, Mr. Covert, from 
the--- 

Q. From the equity capital? 

A. From the equity capital, 

Q. Then on page 18, when you Say that might be used as 
8 tentative figure in the absence of 3 Specific dependable 
study, you mean that that is - tentative figure for re- 
capitalization pending a real studied Survey? 

An) Thetis correct. 

Q. Now, on page 19 in the middle of the page you Say: 

"I have suggested this instead of Suggesting the con- 

version of all the indebtedness to the Government in 

order to keep the fixed pay-out requirements of the 

Canadian National Railways on a more comparable basis 

with those of the C.P.R." 

Now, I wondered if you could give us whet you would Say are 
the pay-out requirements of the C.N.R. and the C.P.R.? 
A. Well, the fixed cherges of the C.P.R. plus its 


income taxes amount to in all some $32 million, and the fixeg 
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charges of the C.N.R. after the conversion of the $391 
million would be $32,641,000, 

Q. The fixed charges of the C.P.? 

J Tne) £45o4 charges of the C,P, 

Q. That is including income -- and plus income tex? 

A. The) fixed charges efter deducting what is 38llocated 
88 non-rail under the Board's decision would be epproximately 
$13 million, Income taxes would be approximately $19 
million, so that Gives them $32 million, The fixed cherges 
of the C.N.R. after the conversion are $391 million, which 

would be approximately $32,641,000, 

Q. Now, are those whot you call pay-out requirements, 
paying out requirements On 8 compersble basis? 

A. At that stage. Then in addition to thet one 
would naturally add the normal dividend requirements of the 
C.P.R., which sre $21 million, and what has been laid down 
by the Board ss their requirements for Surplus of $15 
million, which would come to $68 million, or which would be 
equivalent to or be greater than the further requirements on 
the income bonds of the C.N.R. of $13.7 million, plus a 
Surplus, whatever may be deemed to be right and proper. I 
put down the same figure as the Censadion Pacific of $15 
million, which would give you $61 million. But if Li GS 
decided you are entitled to more because of the size of the 
railroad, which might be quite reasonable and neturel, you 
might probably get the $68 million, equivalent to the $68 
Million. But the moneys that have to be paid as fixed 
charges by the C.N.R. at that stage would be equivalent to 
that which has to be paid by the C.P.R. in the form of 
fixed charges and income taxes. 

Q. How would you think, Mr. Normen, that it should be 
covered -- and I think you cover that in item 5 on page 20: 


"That a portion of surplus earnings, after peyment 
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of interest fixed and contingent, should be retained 
to provide funds for improvements and betterments and 
the balance paid to the Government as 3 return on its 
equity capital," 
What would you think would be @ proper test for deciding 
how much Surplus farnings should be retained? 
A. I think it should be Some relation to the gross 
revenues of the enterprise, 
THE CHAIRMAN:Q.0f the what? 
A. Of the gross revenues of the enterprise, 
Q. You said some relation? 
A. Some relation, yes, 
MR COVERT: Q., Now, is there 9 fair yardstick, Mr. 
Norman, for determining that relation? 
A. Well, I know of no yardstick for determining that, 
AS was mentioned this morning by Mr, Northey Jones, in 
commercial enterprises the usual thing is, you keep half end 
Pay out half, 
THE CHAIRMAN: Q, Pardon me a moment. Do you mean 
that you keep half for improvements and betterment s? 
A. You keep half for improvements and betterments, end 
Pay out half as a service of your equity capital. f[ think, 
too, it should be borne in mind that in that respect 
in so for as the C.P.R. is concerned it is not in the same 
position end would not be as the C.N.R., becouse they have 
to have money to come and S0 on, in view of the fact that if 
they have a deficit they have got to pick it up the next 
year, whereas in the case of the C.N.R. as it is constituted 
today they have a defieit. andlit is picked up for them, 
MR COVERT: Q. TI have just one more point I want to 
deal with, Mr. Norman. You have, I think, shown by your 
Statement 9 fear from perhaps two querters that recapital- 


Uization of the Canadian National would effect the Canadian 
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Pacific; now, whether it would or might, the possibility 
is there; that is whet in effect you say? 

A. That is correct, 

Q. And you say that the Canadian Pacific should be 
protected from thet, end I think perhaps you quote from 
the Drayton-Acworth Commission and the Durr Commission to 
indicate that they recognized at that time that when you 
had a private company competing with 3 Government-owned one 
perhaps the private one may need protection? 

A. That is right, 

Q. Now, thet involves the question, of course -- it 
is on the basis, we should say, that the Canadian Pacific 
is to continue as 29 private enterprise? 

A. Yes; on that basis, yes, 

Q. And in effect you say that they must always be the 
yerdstick? 

A. No, sir, I have not said thot. 

@. You do not go that far? 

A. I have not said that; I have not gone that far, 

Q. You do not Say they must be the yardstick for 
rate-making purposes? 

A, I have not ssid that. 

Q. All you say, then, is that they must be protected 
to the extent that they can earn a fair return on their 
property investment? 

A. That is correct, Probably I could express one of 
my fears that I have -- I am now speaking purely in my 
personal capacity. 

Q. Yes? 

A. That I have, and that is that the time may come when 
we may get into a depression. 

THE CHAIRMAN: Q. When you might what? 


A. We may get into a depression, end when thet time 
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may come, if the Government -owneg railroad has available 
to it sums of money with which it esn keep its maintenance 
up to we will Say the top-notch condition, and in sddition 
can also proceed with additions and betterments and the 
purchase of equipment, whereas in the case of the privately- 
owned railroad they, having to bear their own deficits out 
of their own moneys, and possibly being unable to finance 
sufficiently easily, the might be unable to maintain on 3 
competitive basis, and I think that was one of the fears, 
as I read into it, that was expressed both in the Duff 
Report and in the Acworth Report, 

MR COVERT: Q. What I was coming to was, ordin- 
erily cts company wants to reorganize its capital, I 
Suppose no one else has 9 right to complain? 

A. None at all, none at all, 

Q. But what you Say is that there is a difference when 
that reorganization is of a Government -owned company? 

A. That is correct, 

Q.- And what you Say is that if by that recapitaliza- 
tion it may affect the ability of the other one to carry on, 
then the recapitalization must be accompanied by some safe- 
guards? 

A. Correct; because the actual recapitalization as 
such is not 9 gole recapitalization; it is 5 recapitaliza- 
tion to the extent of $760 million, and it is the granting 
of a grant of $300 million, which is I would say a rather 
novel form of recapitalization, and also 3 perpetual subsidy, 

Q@. Well, to carry the matter to the extreme, suppose 
they had come forward with the proposal that all of the 
bonded indebtedness Should be wiped out, it should 311 be 
equity capital, and that instead of esking for $300 million 
they had asked for $500 million? 
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A. I woula Say it was purely that much of 3 degree 
worse, so far as the effect on the C.P.R. is concerned, 

Q. Then woulda you say that in that case the effect 
would be that they could have larger surpluses? 

A. Yes, definitely, 

Q. And then carrying it the other Way, Suppose they 
had only ssked for 3 reduction of their funded indebtedness 
by $100 million, then perhaps the Canadisn Pacific would not 
be even interested in the recapitalization? 

A. I do not think they woulda be very Seriously inter- 
ested, I think naturally they woulda quite possibly feel 
that that money should be called upon to earn a return ond 
that the return if earned should be paid. 

Q. Then doesn't it really boil down to this, Mr, 
Norman, that it is the possibility of 9 Surplus, the 
possibility of 3 surplus in the Canadian National, which 
may bring sbout pressure either on rates opr which perhaps 
you go further sna Say will not really show what the true -- 
this recapitalization may leave the Canadian National that 
1t will not really show what the cost of Operating the rail- 
road is? 

A. That +s correct; but I think inaddition to whet you 
have stated there is a further factor to be taken into con- 
Sideration, that there will be available to the Government - 
owned railroad some $300 million to more or less spend as it 
moy see fit, and not have to earn anything thereon, 

Q. And under the Proposal to add branch lines on the 
basis of 60 per cent supplied by bonds ana 40 per cent by 
equity capital , perhaps more than $300 million? 

A. You hjave just got that additional amount, yes, 

Q. Thoseve are the things that you say we need complete 


information On before we could decide one way or the other as 


to recapital-4zation? 
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A. That, and the other appraisals as to the future 
€arning power evalueted os suggested, based on future 
economic conditions oend‘so on. 


Q. Thank you, 


MR SHEPARD: Mr, Chairman, I have relatively few 


questions to ask Mr. Norman, 


CROSS-EXAMINED BY MR SHEPARD: 

Q. First, Mr, Normen, I would like you to turn to page 
6 of your Statement, sat the bottom of the page. Mr. Covert 
asked you one question sbout the last Sentence on the page, 
which reads: 

Sie 26 wilt be) sean that in England, the national 

undertaking is required to pay a fixed return on its 

entire capitalization," 
And then further up in the paragraph you name the figure on 
Which under statute a fixed rate of interest of 3 per cent 
is now required to be peid. My understanding is that that 
figure of £1,131 million odd --- 

THE CHAIRMAN: [I beg your pardon, would you please 
repeat that? 
MR SHEPARD: Q. My understanding is that the figure 

Shown in that last paragraph on pege 6 of 61,131 million odd 
is the gross market value of the railway securities as at 
the day of expropriation in England for nationalization; is 
thst your undeerstanding, Mr. Normen? 

A. It its not the market value; it is the actual par 
value of the securities which were issued, 

Q. There was a par value? 


A. Of the securities issued, 
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Q. Of the securities issued? 

Ay Right, 

Q. As at the date of expropriation? 

As That -i6 correct. 

THE CHAIRMAN: The outstanding Securities, 

MR SHEPARD: Yes, sir, 

THE CHAIRMAN: At the time of expropriation, 

MR SHEPARD: Yes, 

THE WITNESS: The price paid for the Shares of 
the constituent companies was the market value of the 
Shares of those constituent companies on a given date, 

MR SHEPARD: Q. But the price is not this figure? 

A. The price is this figure, Agada million; that is 
the obligation of the Transport Commission, 

Q. Iwas going to Suggest, and I think probably you 
Will agree, that the reason that that bears a fixed 
interest rate of 3 per cent is that in fact the British 
Government had to borrow that money in order to pay off the 

existing Security holders? 

A. I am ofraia Tf cannot impute motives to the British 
Government. I do not know, 

Q. But the fact is that the British Government did pay 
off the existing security holders when they expropriated 
the securities? 

A. Correct, 

Q@. Then the fact also is now that under the British 
Scheme it amounts to a 3 per cent return on capitalization 
rather than value of assets used and useful in the railway 
enterprise? 

A. Not entirely. At the time when this transaction 
took place they t:ook over and set up on their books all of 
the various essetis and lfabilities other than the capital 
lisbilities, and @fter having done that and taken them up 
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at the ssme figures, there WaS en adjustment account of 
some -- just a second sand I will tell you the figure -- 
£157 million, 

Q. That was an adjustment for the difference between 
value of securities and physical value of assets? 

Ay (P*da@wse Say physical value, but assets of Fs) 
physical nature sana tangible nature, less the current 
liabilities, 

Q. Less the current liabilities? 

A. That is Fie 6 | a 

Q@. And those were book values then, I take ity is 
thet so? 

A. They were book values to the best of my know- 
ledge. 

Q. In any event, the figure shown on page 6 of your 
statement is not related directly to the value of physical 
assets used and useful in railway enterprise in England? 

A. I will put it this way, that the £1,131 million is 
not a valuation of the assets. 

Q. Then would you turn to page 11 of your statement, 
Mr. Norman, at the top of the page, the first complete 
Sentence at the top of the page, which reads 

"T have previously stated that, in my opinion," <. 
and I think that previous statement is found on page 8 of 
your statement -- 

"ony Subsidies should be clearly related to non- 

commercial type operations and that they should be 

Specifically appropriated for by the Government year 

by year," 

Now, I wanted first of all to confirm my understanding of 
what you mean by non-commercial. I think on page 8 you 
refer to it as Wold self atmporbing? 


A. Non-self-supporting snd teken over -- or, rather, 
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either constructed or taken over at Government instructions, 

THE CHAIRMAN: Q. By non-commercial you mean non- 
self-supporting? 

A. Non-self-supporting and taken over on Government 
instructions, 

MR SHEPARD: Q,. Tf WaS wondering, Mr, Normen, 
whether you would have any views on what might be termed 
non-self-supporting Classes of traffic 398 Opposed to non- 
self-supporting lines of railway, whether they should be 
handled in the same way, by subsidy? Perhaps I should gO 
on, just to let you know exactly what I have in mind. I am 
thinking of passenger service just as an example. If 
passenger service for the Canadian National,or the Canadian 
Pacific for that matter, could be demonstrated to be non- 
self-supporting, would you consider thet it should be a 
matter for Subsidy, as you have Suggested here? 


A. No, I do not think so, 


(Page 20696 follows) 
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Q. You differentiate entirely between lines of 
railway and classes of traffic, from a self-supporting 
standpoint? 

A. I think you have to take the enterprise asa 
whole. When you deal with a railroad, you know you are 
going to carr: passengers and you know you are going 

freight 
to carry /traffic. I do not think you can chop it up 
and say we will have so much of our capital represented 
by the passenger Beapeie oy ie will not have to pay any 
dividends on it, and we will have so much capital 
represented by the freight traffic and we will pay 
dividends on that. I think you have got to take the 
thing as a co-ordinated whole. You cannot chop it up 
into bits and pieces. 

Q. I agree with the approach you have just taken, 
but it was not quite what I had in mind. What I am 
concerned about is this. If in compliance with the 
Statutory duty as a common carrier, the railways of 
this country are required to carry certain classes of 
traffic - and I am thinking, for illustrative purposes 
of passenger traffic - at a loss, would you consider 
that the passenger traffic should be subsidized as 
a payment for services rendered under that statutory 
obligation? 

A. No, I do not think so; not unless one were 
limited entirely to carrying nothing but passengers. 

Q. You say that if the Parliament of Canada 
imposes a duty on the common carriers of the country, 
there is no justification for Parliament paying for 
the carrying out of that statutory duty? 

A. Only if, on looking at the co-ordinated whole, 
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you find that it is impossible for that particular 
entity, whatever it may be, to break even in the 

course of the thing on account of the Government forcing 
the carrier to do certain things. I think you have to 
consider the entity as a whole. 

Q.- Looking at the system of the C.N.R. as a whole, 
you would still find what you have just toiq me consistent 
with your attitude that the non self-supporting lines 
should be excluded? 

A. Yes. I think there must be a little misconception. 
Maybe I have not made myself very clear. It is a very 
difficult distinction to make as to what is a Government 
enterprise side, and what is a commercial enterprise 
Side. For instance, if the Government said to the CNR. , 
"You have got to build a railway line up to Alaska’ 
there can be only one good reason for that. It certainly 
is not for the purpose of running people up and down on 
holidays, and it is not for the purpose of carrying 
freight. It is purely as a national need, maybe of a 
military character. If they were instructed to do that, 
I say that there seems to be no good reason why the 
C.N.R. should be expected to make an earning to carry 
that kind of road. You can say the same with regard 
to the Newfoundland Railway. I do not know whether the 
C.N.R. wanted the Newfoundland Railway or not; but the 
Government, in its own judgment, said "Take it". I 

say if they do so take it, then you have got to 
segregate it. As I say, I do not know whether they 
wanted it or whether they did not want it. 
COMMISSIONER INNIS: Would you, Mr. Shepard, 
carry that to the point ofearrying Senators and Members 


of Parliament? 
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MR. SHEPARD: Ags a matter of fact, I think I 
would. I do not see why they should be carried at a 
loss, as they are, when they are travelling on a pass. 
I perhaps should Say that without prejudice, 

Q. Then, Mr. Norman, page 14 of your statement 
Starts off with a Special paragraph lettered bay rk 
want to refer to the last Sentence there which reads 
as follows: - 

"If the rate structure is such that 

C.N.R. is unable to accumulate surplus 

earnings after an effective Subsidy in excess 

of $30,000,000 per annum, certainly the C.P.R, 

will not be able to eam a sufficient amount 

to enable it to remain in a Sound financial 

condition." 

I suppose you would agree with me, Mr, Norman, that 

the condition of the C.P.R. as a corporation is Something 
different from its condition as a rail enterprise 

only? 

A. Very definitely. 

Qi ANGI Lt ta quite possible in the future that 
not only will they continue to receive substantial 
dividends from Smelters, but they may receive 
increased royalties from their oil or any oL1 that 
may come in, from royalties on their oil lands? 

A. Yes, 

Q. So that it would be possible for them to 
remain in a sound financial condition as a corporation 
quite apart from the rail enterprise? 

A. It would depend to a certain extent on the 


volume of their income from other sources than from the 
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rail enterprise. 

Q. Yes, 

A. And how long they can go on. 

Q. That is right. 

A. It just seems to me rather difficult to take the 
point of view that these other assets have got to carry the 
railroad. 

Q. I am not Suggesting that that point of view need be 
taken, Mr. Norman. 

A. You are thinking of the financial Stability of 
PCC s Pah? 

Q. Yes, 

A. AS a corporation 2 

Q. AS a corporation. 

A. I will agree with you, 

Q. There is more than Just the rail enterprise 
to be considered as to its corporate health? 

A° Yes. 

Q. Then the next sentence is one that I think Mr. 
Covert asked some questions about. You refer to "the 
conclusion that the basis for rate making should be laid 
down by law" rather than left to the administrative tribunal, 

MR. CARSON: That is rather a legal question, is it not? 

MR. SHEPARD: He has it in here. I should like to know why 
Be put 16.in, 

THE CHAIRMAN: Where is that? 

MR. SHEPARD: The beginnning of the second paragraph 
on page 14, my lord. 

Q. You say that the basis for rate making should be 
laid down by law . By saying that I presume you are suggest- 
ing that it should be in a statute? 
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Q. I wondered whether you had any reason for preferring 
it to be in a statute rather than just a matter which would 
be determined before the administrative tribunal? 

A, I would put it this way, that the basis for rate 
making, if we are on this basis, is so utterly different from 
the present method that you are B0ing to have a very difficult 
time in changing the thinking, I think, of any tribunal 
unless they are instructed to do it that way. 

Q You think if the C.P.R. should make application for 
a further increase on a rate rate of return en 2 rata base, 
it would not be considered on thatbasigs by the board today? 

A, I am expressing my’ own view now, not the C.P.R,'g 
VLeW, Bir, 

Q. Yes? 

A. I do not know. You will have to ask them. 

Q. I presume that the answer you have Just given me igs 
why you suggest it be a statute? 

Ae w¥@S,. It is difficult to get an entire change of 
mind unless it is done by instruction, 

Q. You kmew, of course, that the board of transport 
commissioners has been Somewhat conditioned over the past 
two years to the rate base and the rate of return as it is 
in the regulation? 

eee to. 

Q So they are familiar with the question? 

A» Yes, 

Q@. Then on page l9-- and this is the last point I want 
to take up with you -- you summarize your views. The first 
paragraph reads as follows: 

"1. That the impalance between revenues and the increased 

costs of labour and materials should be lessened as 

much as possible by further freight rate increases, " 


I think probably you would agree with me that further freight 
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rate increases might not necessarily result in increased 
revenues? 

A. You are Speaking of what may happen in the future? 

Q. Yes. 

A, That depends Somewhat, does it not, on the economic 
development of this country? 

Q It does. It depends on a number of factors. But what 
I am suggesting to you is that it is possible that further 
freight rate increases might result in the railways pricing 
themselves out of the market in certain types of traffic, 
and then having,as a result of that, a reduction in revenue 
rather than an increase in revenue. 

A. It could. But I have heard Just as many expressions to 
the contrary as in favour of that opinion. 

Q@ We have had several on both sides in this court room also, 

A, Not being a railroad expert, I am afraid that I 
cannot state that that would be the case. 

Q. But it is a sort of general principle of merchandi sing 
that you cannot keep putting your prices up and continue to 
have bigger gross revenues indefinitely. You reach the point 
of diminishing returns. 

A, That depends again on the state of our economy as 
a whole. 

Q. That is right. 

A If the purchasing power of the dollar is going down, 
your revenues have to goup and the other fellow has got more of 
these so-called dollars to pay you. Sooner or later these 
things all find their level, 

Q I suppose that you recognize in that statement 
number "1" there that the burden of further freight 
rate increases is very apt to fall on the long-haul traffic 


of this country? 
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A. I know nothing about freight rates. 

Q. You have not considered the economic effect _ _ 

A+ No. 

Q.--ifthe burden should fall on the long-haul traffic? 

AL That is right, 

Q. You have not considered that? 

A No. 

Q Then I was going to make one final Suggestion to you, 
Mr. Norman, and that was that among the ways that this imbalance 
that is suggested --which the provinces do not admit Sut rather 
deny -- might be corrected would be by increased volume » and 
I think you mentioned a moment ago the general development 
of the ae I suppose you would recognize that increased 
tonnage, increased volume of traffic of Say 10 per cent would 
not increase the railway's operating expenses by 10 per cent, 
and therefore it would have a tendency to reduce whatever 
imbalance may be there, in your view? 


A. It would be a very amateurish view that I am going to 


give you, because I am not a student of the economies of railways. 


Q. We are perhaps two amateurs talking together. 

A. I would say,as one amateur to another,that I think 
there is some degree inwhich this would not balance out, 
that there would be a greater amount of revenue than there would 
be expenses, 

Q. Thank you very much, 

THE CHAIRMAN: Is there anybody else? 

MR. FRAWLEY: Yes. 

@®RCSS-EXAMINED BY MR, FRAWLEY: - 

Q. Mr. Norman, I should like to ask you just a question 
about your thesis on the rate base and the rate of return. 
You said you thought that was the proper way to arrive at 
a determination of what freight rate increase should be 


imposed. 
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A. Would you mind referring me to where I Say that? 

Q. Yes. At page 14, You say: 

"..«.Should be laid dow by law as a reasonable return.." 

A. Oh, yes. 

Q You say that is the way that freight rates should 
be determined. You do not meanthat there should be a complete 
abandonment of the consideration of the requirements of 
those lines by applying the rate of return? 

A, Not of necessity, 

Q. If a rete of return next month should result in a 
dollar need, shall we Say, to the Canadian Pacific of 
Something of the order of $65 million, would you think that 
that should be awarded to the Canadian Pacific without 
further ado? 

MR. CARSON: Without what? 

MR. O'DONNELL: Ado. 

THE WITNESS: In the first place, I do not think it would 
be awarded without any further ado. But I think you will 
find the same situation as I Say is extant today in the 
United States, where, under the I.C.C, they do have this rate 
base and it is used as a measure. It is not lived up to, 
admittedly, but it is used as a measure. And then they 
arrive at a figure which is equitable to everybody concerned. 

MR. FRAWLEY: Q. What I mean is this. The Canadian 
Pacific requirements, on the last occasion they went before the 
board, totalled I think $52 million or something of that 
order, 

A, Yes, 

Q. Now if by awarding them a freight rate increase on 
the basis of what it should be on a rate of return, on 
a rate base, and it should work out at say $70 million, 


would you say that they should have the $70 million without 
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any regard to the $52 million? 

A. No, not of necessity. 

Q. No. Then the $70 million would be weighed and 
considered in the light of the $52 million? 

A. Yes, in the light of the $52 million, 

2 Q. In other words, if they asked last year for a surplus 
over dividends and fixed charges of $15.2 million, would there 
be in your mind any justification for them Saying, "Oh, well, 
we will take the $65 million and that will give us a surplus 
of perhaps double the $15.2 'o 

A. Let me answer that in this way. My theory in adopting 
this as°a principle is that the user of anything should pay 
a normal wage for the use of it, 

R. £es. 

A. ghe user of the railroau, irrespective of whether 
it be for freight or passenger traffic or any other type, 
Should pay a normal return for the use of the thing which 
he is using. 

Q. Yes. 

A, Surely there is only one measure of what is the value 
of the thing that he is using, and that is the value of 
the property which is being used; not necessarily the value 
but at least the cost. Then the rate of return is what is 
and should be a normal rate of return; whether it be 4 per 
eent, 5 per cent or 6 per cent as was discussed this morning, 
I think is a matter of negotiation. 

Q. Supposelt came out at a certain amount, 

Suppose that, by by applying a certain rate of return 
to a certain rate base, it came out say to $65 million ; 
then would you agree with me that that would then prove that 

jrate of return which was applied was too high? 

A, If it came to $65 million? 
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Q. If it came to $65 million in ytey of the fact that 
you find to day the Canadian Pacific's requirements filed 
with the board are $52 million. ASS‘'ume those two figures 
with me, 

A. No. I would not agree with you on that at all. 

@. Then you say ‘Let them have the $65 million"? 

A, Yes. 

Q. Yes. You think that the people of Canada -- 

THE CHAIRMAN: Phose requirements include dividends, 
do they not? | 

MR. FRAWLEY: Yes; from memory they include dividends 
of $20 million. fixed charges of Something of the order of 
$15 million or $16 million ,and a surplus of $15.2, 

Q. Do you think that that would be a Satisfactory situa- 


: & § 
tion to the people of Canada, that the smouht the €enadian 


Pacific is entitled to from the board of transport cummissioners 


could rise in a period of months from $52 million to $65 
million, and that that would give no concern to the people 
who have to pay the shot? 
A, I do not understand the period of months, 
Q. Take it from me, that is the last that we saw 
of the Canadian Pacific's requirements; they were $20 million 
dividends Shaded by virtue of the exchange situation. 
Pia, M36 PighY, 
Q. $15.2 million surplus, the same Surplus we have 
had presented since we started in the fall of 1946; $15.2 
million; and fixed charges that have been lessened somewhat. 
Nobody knows that better than you, Mr. Norman. You are the 
man that signs the balance sheets. 
AS All eoptene: 
Q. All right. Roughly I think there has been $52 million 
that we have presented as the Canadian Pacific's requirements. 


A, All right. 
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Q. Now we can agree on that, can we, aS being the list? 
A, If those figures are correct. 
Q. All right. 
A. I will assume they are correct, 
Q.. All right. Ten / by going into another sphere 
altogether and applying a rate of return on a rate base we 
come out withS66 million. Just consider those two figures, 
The last requirements presented to the regulatory body 
was $52 million, but by applying a rate of return to a rate 
base it comes out at $66 million I simply put it to you as a 
citizen of this Canada of ours with some knowledge of the 
trend of public opinion, do you think that would be satisfactory 
to the people of Canada? 
A, No. I do not think it would. 
Q, No. So that you think probably we do not have to 
fear paying freight rates at anything more than/a requirement 
basis, whether they use the technique of the rate of return 
or not? 
A+ I do not think that the two at any given moment of time 
are comparable, because at one moment of time you may have 
a great deal of funded debt.You might have to borrow money 
at 6 per cent. You may be only earning 3 per cent. Naturally 
your requirements are greater. 
Q. Yes. 
A. But your investment is only represented by what you 
bought with that funded debt. 
Q. Yes. 
A. I do not see howyou can ever expect to get a rate 
of return which is always going to run parallel to the 
amount of requirements at any given moment of'time because 
they are changing at every moment of time. 
Q. But ome must be tested with the other. 
A Right, 
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Q. In other words, when the Canadian Pacific insist 
upon testing the requirements by saying what the rate of 
return would work out at, contrariwise, the rate of return 
would have to be tested by the requirements? 

A, Ll agree with you. 

Q. ANd if the requirements of the Canadian Pacific 
remain in that general neighbourhood of $52 million or 
something of that sort ~ I am not holding myself or you 
to that figure -- then it is what the rate of return truly 
Should result in? 

A. There again I would not want to commit myself to 
that, because I would want to examine first of all what made 
up those requirements. 

Q. Yes. But whatever the requirements were, properly 
considered, that would be a check and balance on the 
rate of return? 

A, I agree with you on that, yes. 

Q@. You have called attention to the fact, Mr. Norman-- 
and it has been called to the attention of many people by 
the Canadian Pacific Railway -- that the dividend these 
days is being largely supplied by the other income of the 
railway company? e 

A That is correct. I do not think I have called 
attention to that. 

Q. I thought you mentioned that in the course of your 
remarks. 

A, No, 

Q. There is nothing extraordinary about that, is there? 

A, I would say there is. 

Q, Would you say that the Union Pacific's dividend was 
not due in part to revenue it receives from its coal mines 
and oil wells in Wyoming? 


A. I would not want to say. 
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Q@. Would you not be surprised -- 
A. I would be Surprised if it was not so. 
Q. You would be Surprised if it did not? 
A, Yes. I should like to add to that that when you ask 
why should not they receive a part of this in this way, I 
think it depends entirely on the relative investment. 
Q- What do you mean by that? 
A, On what is the cost of your investment. 
Q. Tam just a little bit uncertain as to what 
you mean by that. 
A. If you have $1.3 billion invested in the railroad, and 
whatever the figure may be in other assets, which is 
very very much less, one would normally expect that that 
relative amount tg be contributed tc the dividends is relative 
to the amounts of the investment, not in the varying 
Situation in which one investment may particularly find itself, 
Q@ What do you call the investment of the Canadian 
Pacific today in Smelters? 
A What do I call it? 
Q. Yes. 
A. I do not know whether it is set down here separately 
or not. 
Q. Its value as a going concern, I mean; not under 
the sheriff's hammer or anything of that sort. 
A, No. I do not see the value of it here. I think 
it depends on the cost of it, how much money have you got 
invested; that is the cost. 
Q. Is that the way you compare it? 
A Yes. 
Q. You ounpeie the railway assets, bridges and stations 
and all that with what they would give to Smelters? 


A. With the costs. 
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Q. What is the cost? Recause you would know if any one 
does. 
A, Just offhand, as I say I do not know. I do not 
think it is indicated here. 
Q. That might be worth while finding now. I think we would 
just like to have that. 
Me COVERTs, It is on record now. 
MR, RRAWLEY! No. Beawiex can probably pick. at out 
of this report. 
THE CHAIRMAN: What you want is the amount of investment 
of the Canadian Pacific in Consolidated SMelters? 
MR. FRAWLEY: Yes. 
INNIS 
COMMISSIONER: I thought you wanted the cost. 
MR. FRAWLEY: Mr. Norman is going to give us the cost. 
We can perhaps get both, what they paid for it and -- that 
would be the cost, of course. 
THE WITNESS: I would have to ascertain that. I do not 
pee it here. 
MR. FRIEL: Page 27. 
MR. FRAWLEY: Consolidated SMelters. 
THE WITNESS: $8,412,000. 
MR. FRAWLEY: Q. $8,412,0002 
A> Yes. 
Q. What would you think those properties out there 
are worth? 
A. I have not the slightest idea. 
Q. They would be worth a lot more than $8 million? 
A, Yes; considerably. 
Q. Many times more than $8 million. 
A Yes. 
Q. But you think it would be quite all right to 
put that down at $8.4 million, along withthe rails and 
ties and put it in their accounts at cost too? 


A, At cost too. When I am looking at my capital 


7 : * a ly & 
ae fa aye 114 


A SHe asl af mye ae WK, am 0% Rael a cs 


7 


’ 


' oF GN te om wit SOQ ef I MER i ge 22980732 seg vA 
, god Baten toak ef 2f. aaa 


St Bikit 4% WSR af bars off Se Aeon od a8ahs Idle 


Mav) 
he sank 5 eh 


“ sd 


' ey one ve ‘ 2 rh oe os aay wet A eee sa 
Taiiiee BOE thaaeaer ys 
. AGA . £ 
P ae ag 4 he 4 @ ey -1 4 <8 Vy 
720 oy NRA oy oe talegies SEV bod Bis, PAE Oe 
. ‘ _ ’ y 
A ate Ja * 8 + ee + meme ene ¥ ot eee af reh4 tae Ga A RST cine 
B98 GY BY OVER OF BULGE GL GAMEGE) 6 DP SUS es 
" he “y i ; =a eet 2408 * ss é 
ih Sa Sne = wb} 7% BOs At YS o OS at ui ent ee AGG 4194 a4 
at 4 
Pea ir es" io -.#88@0- O87 Of. FLO 
A ie ; Pa ae oe 8 abe my ve ze = ¢ Cl ae cet eu TEsTh i 
i QA GD & ef Aid GAASSeGRe 4 AY SR SaaS Gp a RHE OS Sq aed bs 
it : “4 
4 - A . P 2 
7 pal ade d.. ere es) 
By Pe : an ; ; po ie 
F ‘ ; a a P ; ta i i Ae 
ViNE é ‘ w¥ Ce Nae es 
‘iy 
ae PI LONG Ge RLS ORM FF, athe FR oor 
4 : 
¢ >. ‘ by oe . 
b ery om: HOT Pat Seige 
re eat erate rg hD 03 Gee th tee Wee y 
Bh as, 
. at yey ¥ rd e . 
Ma ‘ “3 FoR x a eee em ae eh | if + of MM 
t, +. * 
am | 
=F 
2 bP 
ws Zz ° 
it ae Fe) Hoty bhai yeumane i ay ep PAPAS az erate . Fe Pesce | ob wat ul a 
‘ Hot? Iv8 @ekgrogora eaond aah? Hoy BLvow eed oO one 
. 4 1 . * ie Se 
i - 
} . Sea te Ove “ye 
3 i “ " ea & ma . 
i : 
H ae : 
® Fi ote ae hy ‘ $ is uy E it Mt Vie y Bay i + 
* 


~ 
ae 
poe 
vave ’ 
oy 
be 
ome 
4 
oy 
— 
s 
“alae, 
* 
a 
. 
‘ 
ears 
£ 
- 
hae 
“ 
ae 
oe 
ae 
Pe 
« 
oe 
«eo 
" 
” 
xa 
os 
a 
a 
> 
Pes 
> 
ee 
i » 
wy 
ae 
iy 
Saas 


, “i 
tr J 


aoticamn &4 per ith wie AoMey YRON.p - 


at Gigi tit etinp ad Biwow 2F. anaes BOG SHE 
afte edd ieiy saote aoe eee A tA pa peat 


foot FkaS Fe ", ae asartd ner, bgt 
: ; PL a : 7 


boatqeo ym Fs satiool Le 


- nity s 


-20710 Mr. Norman cr ,.ex, 


structure, I am not looking at an appraisal; I am ° 
looking at the capital structure. 

Q. You are looking at the Capital structure? 

Ayexeny 

Q. But you would not use the capital structure to base 
a rate of return on a rate base. 

A» No. But youwere asking me,in your last question, 
whether I know whether a large amount of these dividends were 
paid on common stock out of these other earnings. 

Q. That is right. 

A. And I said that I was so informed. 

Q. Yes. 

A, Then you asked me whether, as I understood it, it was 
not justified it should be so paid. 

Q. Yes. 

A. And I said that I thought that the investments, having 
due regard to the amount of money invested in such investments, 
Should bear their equal proportion and not expect one to 
carry the whole of the load, 

Q Without any regard to the revenue-producing possibilities 
of the investment, just what it cost? 

A. That should automatically create a greater dividend. 

Q, You know that the Canadian Pacific in one year 
gets about twice what it originally paid for the investment? 

A. Yes. 

THE CHAIRMAN: We will adjourn now. 


--The Commission adjourned at 4.45p.m. to meet again at 
10.30 a.m. on Wednesday, April 26,1950. 
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Ottawa, Ontario, 


Wednesday, April 26, 1950 
MORNING SESSION 
HENRY GORDON NORMAN recalled 
SNe Sereatonsenanenmanall etenmmesourne cere, 


CROSS-EXAMINATION BY MR. FRAWLEY (Cont 'd) 

Q. Mr. Norman, continuing from where we left off 
last evening, you told me at the very end of your evidence 
at page 20710: 

"And I said that I thought that the investments, 
having due regard to the amount of money invested in 

Such investments, should bear their equal proportion 

and not expect one to carry the whole of the load." 
We were talking about the Other Income of the railway as 
a source for dividends, I think, in a general way. 

A. Mr. Frawley, before I answer that question I 
Should like to make one correctionin regard to the question 
you asked me as to the cost of Consolidated Smelters 
investment. 

Q. What page? 

as Page 20709, in which the reply was that it was 
$8,412,000. That was taken from the C P.R. report,but 
that is the par value of the stock and not the cost. I 
have since ascertained the cost through the accounting 
personnel of the C.P.R. and am advised the cost is 
$17,046,000. 

Ga What is the figure again? 

A. $17,046,000. 

Q. Exactly what is that again? 

A. That is the cost of the investment in the 
Consolidated Smelters capital stock. 

Q. That is what the Canadian Pacific paid for the 


shares, for 51 per cent of the stock? 
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Which they presently own, 
Which they own? 


= gy. te 


That is correct. 

Q. Now that you have raised that question would you 
be good enough to let us have a breakdown of that $17 
million. I do not recall having had that figure put 
into the record at any time before. 

As How do you mean a breakdown? 

Q I mean to let us have a complete statement as to 
that $17,046,000. I ask that because, as I say, I have 
never seen that figure before or had it brought to the 
attention of this Commission or the Board of Transport 
Commissioners. I suppose the same people who gave you 
the figure could, without a great deal of research, give 
you the make-up of it, how much was the investment 
Originally because I understand it began with an invest- 
ment of some $600,000 as you would perhaps expect it would 
away back in 1897. I think Mr. Walker told us that. 

MR. CARSON: Is the Commission concerned with 
the details or a breakdown of that? 

MR. FRAWLEY: My friend would rather -- 

MR. CARSON: I am asking the Commission, not 
Mr. Frawley. 

THE CHAIRMAN: This figure which Mr, Norman has 
given represents the price paid by the Canadian Pacific 
Railway for shares? 

THE WITNESS: That is correct. 

THE CHAIRMAN: That is all it is. How can you 
break that down? 

MR. FRAWLEY: Because it was not spent all on 
one day. Perhaps some of that was bought when the stock 
was -- I don't know at all, but it may have been bought 


on the market at a high price, and I think we should have 
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the complete picture, 

THE CHAIRMAN: Does that make any difference? 

MR. FRAWLEY: In my Submission -- 

THE CHAIRMAN: Is it not a legitimate investment? 

MR. FRAWLEY: Oh, yes, I am not questioning the 
legitimacy or propriety of the investment. I am not 
questioning that at all, but it does seem to me we should 
know more about that figure. 

THE CHAIRMAN: We are told now that the 
$17 million oda was paid out for shares in that company. 
You want to know the particular dates on which payments 
were made? 

MR. FRAWLEY: I think if it were broken down 
by years it would be Satisfactory. 

one year 

THE CHAIRMAN: How many have been bought /and 
how many another year? 

MR. FRAWLEY: That is right, 

THE CHAIRMAN: What would you argue if you had 
that? There is no use going to the trouble of having it 
unless it means something. What would you deduce from 
that? 

MR. FRAWLEY: It would certainly serve to 
inform the Commission as to the circumstances under 
which the Canadian Pacific acquired the Smelter stock 
and the prices they paid, whether they bought it on the 
market, whether they bought it originally from the people 
who were Operating it. I don't know anything about it 
avrvalLy, 

MR. CARSON: So what? 

THE CHAIRMAN: Is it going to be of any use 
to us when we get it? What do you say, Mr. Carson? 


MR. CARSON: Suppose all this is true and Mr. 


Frawley gets the circumstances. I still do not know 
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where that leads us. 
_THE CHAIRMAN: I must confess that so far I do 
not either. 

COMMISSIONER ANGUS: Did the discussion not 
arise out of the question of what the dividend from other 
investments was, what the other income of the Canadian 
Pacific was, and what relation it bore to the costs of 
other investments? 

MR. FRAWLEY: That is right. I think that is 
when it came up. 

COMMISSIONER ANGUS: I do not see how it would 
be helpful to have what you ask. 

THE CHAIRMAN: You had better think this over 
yourself, Mr. Frawley, and if you come to the conclusion 
there is anything to be gained by the Commission having 
it you can raise the matter again. 

MR. FRAWLEY: With respect, I would not have 
thoughy that I should have had to ask the Commission to 
Bipeey At. I would have thought that the Canadian 
Pacific was so anxious to show that they paid $17 million 
for this stock which is there at $8 million that they 
would have themselves come in with this information. z 
do not suppose the people of Alberta are going to worry 
too much about it, but representing them here I would have 
thought that Mr. Norman, if he went to the trouble of 
getting the figure of $17 million, would have come in with 
Something more than a figure, with a memorandum indicating 
how that was built up. 

MR. EVANS: He went to the trouble because you 
asked for the figure. He gave you the figure of the par 
value instead of the cost. 

THE CHAIRMAN: If you can tell us later on 


some good reason why it would be beneficial to our inquiry 
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to have that information we will consider the matter again. 

MR. FRAWLEY: Very well, my lord. 

THE CHAIRMAN: We have @ whole lot of material 
now. 

MR. FRAWLEY: Q. Mr. Norman, dealing now with 
the availability of the Canadian Pacific Other Income to 
furnish moneys for the payment of dividends, I think you 
told me yesterday and I want to be clear so I shall ask 
you again whether you regard that as a proper source for 
the payment of dividends? 

A. Other Income? 

Q. Yes. 

A. Most decidedly, but not a Source of payment of 
a dividend which is deemed to be a return on the railroad 


investment. 


Q. Would you think that the people of Canada who 
pay the freight rates might expect some change in the 
attitude of the Canadian Pacific towards this Other 
Income as a source of dividends? 

MR. CARSON: Just a minute, That is a peculiar 
question, Why should Mr. Norman be asked to attempt to 
appraise what the people of Canada may think? 

THE CHAIRMAN: I do not say that the matter is 
not admissible, Mr. Frawley, but is Mr. Norman in a 
position to answer your question? 

MR. FRAWLEY: My lord, Mr. Norman is the resident 
manager in Canada of Price, Waterhouse, the largest firm 
of chartered accountants in Canada. I want to know what 
the view of the witness is with regard to this inviolability 
of Other Income toward payment of dividends of the Canadian 
Pacific Railway. 

MR. CARSON: That is not the question you put. 
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THE CHAIRMAN: That is not the people of Canada 
you had in your first question, 

MR. FRAWLEY: Well, perhaps I did not put the 
question exactly the same. 

THE CHAIRMAN: Q. Can you answer the question 
now put by Mr. Frawley? 

A. Yes, my view is that you have in the Canadian 
Pacific Railway as a corporation two investments. You 
may have more, but in any event you have two in the 
form of the investment in the railroad and the investment 
in Consolidated Smelters. So far as dividends are con- 
cerned I think for all practical purposes they should be 
kept segregated, and I can see no reason why the earning 
from a prudent investment in something outside of the 
railroad itself should of necessity be used to pay a 
return on the common stock which was originally invested 
in that railway. 

MR, FRAWLEY: Mr. Norman, the Canadian Pacific 
is anxious that the Canadian National, rehabilitated in 
accordance with Mr. Gordon's plan, be not made the yard- 
Stick for freight rate purposes. That is pretty clear, 
is it not? 

A. Yes. 

Q. Now, do you think that the Canadian Pacific would 
be willing to say to the freight shippers of Canada, ‘If 
we are permitted to remain the yardstick and the Canadian 
National is left out of the picture as it is at the moment 
we will be willing to have all of the dividends paid out 
of Other Income and to allow the financial picture on 
the railway side to be that much better"? 

MR. CARSON: How can this witness be asked to 
say what the Canadian Pacific should say to the shippers 


of Canada? 
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THE CHAIRMAN: Perhaps he is ominiscient; I 
don't know. 

Q. Can you answer that? 

A. No, I am not prepared to answer that. That is a 
matter of Judgment for the management of the Canadian 
Pacific Railway. I have no ideas as to that policy. 

MR. FRAWLEY: Mr, Norman has come here to support 
the Canadian Pacific attack on the Canadian National pro- 
posal, and it seems to me that I am entitled to put these 
questions to him. 

THE CHAIRMAN: If he can answer them he should 
answer them but he Says that he cannot, so what are you 
going to do about it? 

MR. EVANS: In any caSe Suppose he could answer 
it; he could not bind the Canadian Pacific. 

THE CHAIRMAN: He is asked what he thinks the 
Canadian Pacific ought to do or might do. 

MR. EVANS: What good would that be? 

MR. FRAWLEY: Q. Do you think, Mr. Norman, that 
as a consideration for permitting the Canadian Pacific to 
remain the yardstick for freight rate purposes, and in 
view of the probable and possible consequences of the 
Canadian National proposal, that the dividend on the 
common stock should be reduced below 5 per cent? Do you 
think it would be fair for the Canadian Pacific to offer 
that to the freight shippers of Canada? 

MR. CARSON: I still object to that. 

THE CHAIRMAN: No, I think if Mr. Norman can 
give us his opinion he had better give it. 

THE WITNESS: I have no opinion on that matter 
whatever in view of the fact that I have not been asked 


and have not given consideration as to whether there 
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Should be or should not be any quid pro quos. 

MR. FRAWLEY: Q. That is an interesting answer, 
Mr. Norman. Have you ever considered any quid pro quos 
at all for complete rejection of the Canadian National plan? 

A. Definitely not, because I do not think they are 
necessary. 

Q So far as you are concerned the Canadian Pacific 
remains just where it is now, and everything that it is 
asking for in the way of requirement must all be given to 
it regardless of the Canadian National plan? 

A. Well now, you are getting back to the question 
of requirements. | 

Q. Yes. 

Zz, I think that it might be advisable for me to 
refer to the questions that you asked with regard to 
requirement at pages 20706 and 20707 of yesterday's 


testimony. 


(Page 20718 follows) 
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Q. Yes? 

A. In which you at page 20706 raised this question of 
requirements by asking me this question: 

"0. But one must be tested with the other ," 

To which I agreed. 

THE CHAIRMAN: One must be what? 

A. One must be tested with the other. That is the 
question. I had made this answer: 

"A. I do not see how youcan ever expect to get a 

rate of return which is always going to run parallel 

to the amount of requirements at any given moment of 

time because they are changing at every moment of time. 
Then Mr. Frawley said; 

"Q. But one must be tested with the other." 
To which I agreed. And on page 20707 Mr. Frawley said: 

"Q. In other words, when the Canadian Pacific insist 

upon testing the requirements by saying what the 

rate of return would work out at, contrariwise, the 

vate of return would have to be tested by the require- 

ments? ." 

To which I said I agree with you." 

I do not want to leave either with Mr. Frawley or with 
che commission the impression that once a determinaticn has 
been made of the appropriate rate, a proper rate of return 
on investment, that from time to time this has to be tested 
with the requirements as they are so described in the various 
judgments of the transport board. I say that any normal 
body of people that are going to hear argument as to the proper 
rate of return naturally during the transitional stage look 
at what their former judgment was based on requirements. 

But it would be impossible, or it would be entirely contrary 
to the spirit of rate making by means of a proper return on a 


proper investment, otherwise ** the wages of investment; 
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because you could have one enterprise with a large amount of 
funded debt and 3s Small amount of 
Capital stock ; you could have another enterprise with no 
funded debt practically and a large amount of capital stock, 
a much larger amount. And those things can vary from day to 
day, from week to week and from month to month. 

Q. You read what T asked you at page 20707? <A. Yes, 

Q. I asked: 

"Q. In other words, when the Canadian Pacific insist 

upon testing the requirements by Saying what the rate 

of return would work out at, contrariwise, the rate 

of return would have to be tested by the requirements. 

A. I agree with you. 
That is whatyow said. 

A. That is correct, 

Q . Then I asked you this question: 

"Q. And if the requirements of the Canadian Pacific 

remain in that general neighbourhood of $52 million 

Or something of that sort - I am not holding myself 

or you to that figure -- then it is what the rate 

of return truly should result in? 

A. There again I would not want to commit myself 

to that, because I would want to examine first of all 

what made up those requirements. 

Q. Yes. But whatever the requirements were, 

properly considered, that would be a check and 

balance on the rate of return.? 

A, I agree with you on that, yes. " 
Now, Mr. Norman, do you think we were at cross purposes yesterdayd 
when you were telling me about the ;manner in which the 


requirements you have were used as a check and balance on °- 


rate of return figure? 
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A. I think we were at cross purposes to the extent 
that it should continue after the transitional Stage. As 
to the transitional Stage, the Board would naturally look 
at their previous Judgment. 

Q. What would be the transitional Stage? I do not 
understend that, 

A. If the law were amended as I have Suggested, that 
the regulatory board be directed to fix rates based upon 
a reasonable rate of return On @ proper investmert basis, 
then that is the thing by which they would be bound, 

Q. Do you meen to Say they would be bound to award 
whatever emerged from the application for a rate of return 
on 2 rate base? 

A. Whatever they themselves decide wesithe = proper 
emergence, 

Q. If they Simply take a rate of return rate to be 
based upon the going value of money and then apply that to 
8 properly approved rate base, and it came out, we will 
Say, in this year 1550, or six months from now, if we 
have another rate case, at $65 million or $70 million, 
would you say that they would forthwith award that? 

A. It is not within my province to say what other 
people will do. 

Q. Yes, I understand. But would it be proper in 
your view that they should award $70 million? 

A. Yes. 

Q. That is whet I want to see. Notwithstanding 
the fact that as of three months ego the Canadian Pacific 
proposed requirements amounting to $52 million? 

A. Yes, 

Q. You think thst it would be quite ‘proper for 


the regulatory body to advance those requirements of 


ar mats, MAT SD Va ee eer 


te a: es “a 


74,29, 09. ssnenraert Beats ae sew, OH 


| 


‘ J ’ as 
: i ‘i is [enh 5 
> p a spi urn s on 
. 
: An cane pe AAA i 
“ty : 


ton ob I oo Lortottranent ent ‘ed’ bitwow Sigel 3o 


3 


eek wena Wa ae eae 2% : «aiid bqozerate 


“ 2. 

3 Poe oes ' s a 

2% : s' 4 

2 rete ey . 


Fee sbetoneee. eal: Ties bobbin ‘Sow Wee en? a aA 


a Ce ae 
‘s FT 


| nom, peged neg 8%. det. jodebedosats od brsod epetuger ody ; 
anes IVOM FRAN ITO: & ra rerstot to éten ‘eidenoeest & 
spamgs ; 1G, he ETE detdiv ¥d anti ‘ona of aac aedd 


ain. oF bred ad, pions yen ot ‘aeba | ot od. . 


"FGW 
as x bal 


a os 


mutex to stex ¢ 10%, tolseotiqgs ont abit bogteme xovesterti 
ae ae am ate ratte oral se ‘¢sead ose% & no: 


LRA. ee A TY 
Np : eae . 


reaeine st 


qfaqomq }, ontsasw apiseb eovisemedt yond nsved cei oA 


&: ane eee, atl NU eee ane Beta tu 
od of Seed, Liss DL SPT WT Bi bed eLamhs: bond = 0 
‘ \% 


oS 


Ly 


dat PEF secly . Dea “pao! Lol Salev Snkos Selo" aoav besed 
sae iw &. SUR. omRgy ad ais voaed ‘goat baveliqae ‘ethreqona 6 OU 


Ls t2.aWOn Mert s eninge #ie.‘te roegr ‘ge ‘aid abe 


ee cee ne i‘ 
phe ia = ee fi ‘ NE 


SOHC m., Ove. 150: - HORE Teg. aoe alt, gees evdn ‘Gawvone sven. “3 
Tderd huswe Avlwlinoh alasebs yori a funy? “ea voX Hiuow * 


ae ee se ees Pye 
eae des * > 43"5 awed ‘s 


gordto Jew yes OF sodivosq wm Mittiw teh ak an. oAs ' 
ME me Ni rca : bb civ otgned 


a 
' 


ageeereere y oq aio bhuge dpa. lL pisveeesad® va ‘ae oO o 
| Faotifim Of% beewe DSiIyvosia yond sertt, ae Ot ’ 
i Agee RRS esas yee ie es Ay Ee : be oe ey | 
Babhirstert tuto: , seni ot dew Z teciw d¥'Sont of i: 


2 ue Rea don 


 pittbet 2 etbeges att ege-etnow estild td’ es ‘torts poet add | 
'HoObL Eta S88 ot antdrarome eanomattupes besogor 

ee eT ese She ees ih ee segs ey 
“mo? sega, PRiup: ad biwow sl * ware thee wold” ee 


if mae 


to etnomettupe'r ssorld sonavbe o¢ ¥Bod pei 


C in 18 fs Oe Mr. Norman Gr ,ex, 


$52 million to $70 million on 3 rete of return basis 2nd 
award freight rates eccordingly? 

age ees 

. If the dividends were left alone at 5% and *4% 
and the fixed charges were left as they are now, perhaps 
with some reduction, then it would mean baa Se 
the surplus which has been awarded? 

A, That is quite conceivable, 

Q. You say that is how freight rates should be 

| arrived at? 

A. Based upon the Judgment of the Bosrd itself as 
to what is a proper rate and determined by the proper 
evidence. You are assuming that it is slways going to 
be higher. 

Q@. Yes, 

A. It may be lower, quite easily. 

Q. Would it not mean this. If $70 million emerged 
on that sort of calculation, would it not mean a rate of 
return which was too high in the light of the Company's 
requirements? 

A. Not exactly. 

Q. You do not think thst would even be a consideration? 

A. As to their rate, no. 

Q. As to the propriety of the rate and the rate of 
return? 

A. No. I think their consideration is what will 
the amount of the yield be ond whet is the cost of the 
money, 

| Q. Let me understand you: in your opinion, what 
the turning over to the rate base end 2 rate of return 
is going to mean te the people of Canada, so that some 


of -us representing the people of Canada can take a position 
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in the matter. You say it might very well mean thst the 
surplus presently occordea to the Canedian Pacifie at 
their own request of $15.2 million might very well be 
increased to $30 million on the rete of return basis? 
A. I have not said that. That is the suggestion 
you make, 
THE CHAIRMAN: Did you say "to" or wae” 3 
MR. FRAWLEY: To $30 million. 
THE WITNESS; That is your suggestion. I have 
not ssid it would. 
MR. FRAWLEY: Q. You tell me that if the require - 
ments 38 3 result of applying the rate of return on 3 
rate base was $70 million as of today, that is quite all 
right with you? 
A. Yes. 
i say 
Q. Then with the fixed charges remaining as they sre, 
thismay increase the Canadian Pacific's surplus from 
$15.2 million perhaps to $30 million; in other words, 
it may double it. You think that would be all right? 
A. That would be all right. 
Q. And that your freight rates should be made 
on that basis? 
ny. EBs 
Q. So thet out of the blue sky, essuming your 
requirement base and rate of return base, the Canadian 
Pecific gets its surplus increased by 1004? 
&, That is an assumption which you sre making, 
that it would be increased. 
Q. But if they dealt with it in that way, thet 
would be quite 311 right? 


A. Yes. Because my answer to that would be 


th Pipe cee 
Rae eI ene 3 ane Piyey : ae ref Bivow ey bree’ San 
i . % r a ee > ~e 
fo craw ae Wiehe 
~si lupe tana: tt sede om Led, Woe oe tXGIWA AT AM 


eye {att oe pat Rent. super boxtt on? “aaa ‘fat? <6 en 
Caco Sos mt on a hai nazb med ry ‘Sbestonmt “uae 


SUS Sieedal. egatd Po rep vet htt a O88 be age tog “Gol thin’ SHOth, » P 


pee Way tan EROOL VS Be segoront cuter ‘edt dda dt tout | 


aS 
It oat Reve ee 

ast sat MW te oY we 
Aa 


aiid Shite. toot Sabot ERY ats 
ta ‘of Froed “pa tbened wat Bie ashes 


“ale Pande, 


od flow yasy degtm nol ef ter S.80h 
2 Be 


Geheed eruder to 99 %e vet, A jpobtt 


gre _ i = > 
NPs ewe oe 
eae 
7 Pe tis 
tacu 


oe ef bea 


a 
baie 
tho 


nolieeggue eft af tect < tenia Dica ton aed kat ' 
ices cos ide ee ‘ae Oe 7 me: 
Cian Sioa <7 it xe se Lae oe te oe 3 ; ahs . sAea . Jo 
gid" to "As eee WON ‘pad ‘MAMSTE AHS auT ianasey 
{ eae *S tee 
os BN BA eaes mY » O44 Lom ee oT + YIRIWARY ot ; Aun 
Piers el ee egies Ml mae iares oe 


oved I .aottecdgue toy el tent i ‘beRITIW oer “ 


i 
ot Ba é 
-* 


, Cg Ker Aa Ea ee 
5 ie PVIeR IO ST. oid) 3 ani tage to Jignet e ‘nee 


[fe stivp st Jerid yebod To as nor it ban. ort aiow. “sted” ser 
; . Taoy: ‘end Fagte 


ws 


¥ . wes 
Np ye - 7 
ae ies ere eee te ae obalal ; 
SRG healt aie TaN Ras sae 2s mn aS ae 
‘ =e 77 4: CA.; Bat 
H ae 


pines oo ‘4 


Caer 


ge Vy stireds 


se 


a 


. Tedete tis ed Blt OW. deci den tet no [dt stata IE 


Ee ial eB ote ae attain iis od bivow ‘ten? 7 “ 
ebem od bLyvorls setex driatert wot, “aos beta ae, ; 

| “Fatacd tart ao 

‘ . Mey : 

at we « Pee ay oe ; a P : 4 ‘ «es A / 
. HG ert i) aa pes ae : : 
ie aoe: aimee ©5.-4 YOLS pirkd. odd 40 i. ‘Seat aa: 8 ; 
. 7 a * ee ae a Le 


og or wt 
nsibetegens-. send ede 30 eden bag. evad drones 


ene f hy ae 


eniviem eve. oY aoltrtiw Fe ood arb ; ae ‘in deat? 
! Fg PO iad el Shir 
Z hdd, ira 788 en ; 3 ’ ‘ -bonsenoak “3d bivow FE cia AF 
= ef te oe z pee: «ai ae : 
terit (yew dent ct $2 rey. sheep wae Sith 


ed. biwow.. Peep or rewasie a 


nie Pit 
a 


- ‘ 


i yr 7 ui 


JC 


elt 3 9 to ee Mr. Norman cr.ex. 


that in the days when the C.P.R. has not received proper 


compensation for the use of its property. 


Q. Do you know what thet would mean in the way of 
increasing freight retes in this country? 

A. No. I have no idea, 

Q. You do know thet Mr. O'Donnell put ea figure to 

to secure s dollar result of 
Mr. Northey Jones that/ $66 million to the Canadien 
Pacific eS, eee mean on Mr. O'Donnell's instructions, 
about 24% freight rate increase over existing freight 
rates? 

A. If Mr. O'Donnell stated thet, all right. It is 
Mr. O'Donnell's statement, not mine, 

Q. Let us assume that competent sccounting :.officers 
and traffic officers made that calculation for Mr. O'Donnell. 
Does that give you any concern st 311? 

A. Will you repest the statement that you made? 

Q. Which statement? 

4. UAB fg. the, dollar. 66 pillion,», 1. do. Hoe wane ene 
you mean, 

Q. Wheat Mr. O'Donnell put to Mr, Northey Jones was 
that Mr. O'Donnell wes instructed that if there was to be 
a dollar” °°" “to the Canadian Pacific of $66 million, on 
Mr. Northey Jones' proposition that the common stock should 
earn 10% in matters of that kind, that that would mean the 
necessity of increased freight rates of 24% over the existing 
level of freight rates. Now, let us assume again that 
thet is correct, Assuming that that is a correct calculation 
that Mr. O'Donnell's people made for him, I say to you this: 
Does that cause you any concern at all for the people of 
Canada that have to pay thst amount of freight rates? 

A. t think my enswer to that is that the consumer 
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should pay a proper wage on the use of the investment 
end that is whet he would be doing, 

Q. I just want to be Clear, You tell me that the 
people of Western Canada, as far ag you are concerned, 
must be content to go shesad and psy 24% more in freight 
rates increased over the present level in order to give 
the Canadian Pacific what Mr. Northey Jones thinks they 
should have? 

A. I am not saying whet the péople of Western Canada 
want or do not want it. 

Q. Do you know whether or not the situation has 
now arrived that competitive rates are just about as high 
as they can be put? 

A. Ido not know. I have heard that expression in 
one quarter and I have heard the opposite expression in 
another. 

Q. Have you made it your business, as a part of 
these far reaching suggestions of yours, to acquaint 
yourself with what is going on in the freight rates 
structure? 

As No, sir. 

Q. No. But if it should happen, and I would ask you 
just to assume with me, whether I may be right or wrong, 
that a further increase in freight rates awarded any time 
after today could not be put on the competitive traffic 
by and large, you would still say that the people of 
Canada could stand a 24% increase? 

Veg a Cormot be put on, it cannot be put on. I 
think you heve answered your own question. 

Q. So we would put it on the non-competitive traffic, 


the only place it could go; and thet ‘again is a thing 


that causes you no concern? 
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A. No, 

Q. No. 

A. Because one always has to remember that there is 
in this economic world a different dollar which we ere 
talking about, and the So-called dollar increases are 
related to some extent to the dollar increases which the 
consumer is getting for his goods. 

Q. But whatever it is, it does not cause you any 
alarm to think that that great area in central Canada 
where the competitive rates are paramount, are not taking 
any increase and it is going on the outlying districts 
where the non-competitive traffic igs predominant. That 
does not give you any concern? 

A. You are making a statement to me which I am not 
making. 

Q. I am making assumptions and asking you if 
these assumptions are correct, you are still not at 
all concerned with the consequence? 

Aw NO». Sir, 

Q. All right. 

MR. EVANS: I am sure Mr. Frawley did not 
intend the question as he has put it, 

MR. FRAWLEY: I did. I do not like my friend 
to tell me that I do not intend my questions as I put 
them, 

MR. EVANS: Let us see if we do ogree. My 
friend put a question to the effect that that great 
erea in Central Canada would get no increase, If you 
want to read it back from the record, 211 right. 

MR. FRAWLEY: That is what I said. 

MR. EVANS: That is pure nonsnese. 

MR. FRAWLEY: I resent my learned friend saying 
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thet is nonsense, and I throw it back in his face, I 

am not talking nonsense. TI am Speaking now of that great 
area in central Canada ena Saying that the freight rates 
would not be increased as they wouldb# inevitably in the 
non-competitive eres. I stand by that. My friend may 
think it nonsense - - 

MR. CARSON: We sre not speaking of the same 
thing at all. 

THE CHAIRMAN: You are drawing that deduction 
from past experience ? 

MR. FRAWLEY: Yes, I do, my lord, and I draw 
it from what Mr. Evans himself stood up in the Transport 
Board end ssid. We do not need to go over it all again 
now. It is there on record. 

MR. CARSON: My friend very skillfully rephrased 
his question to make it different in order to get out of 
trouble, 

MR, FRAWLEY: I am not concerned about your 
views about what I am doing at all, Mr. Carson. 

Q. And now, Mr. Norman, I take it thet the slarm 

cf the Cenadian Pacific srising out of the Canadian 
National Pproposal varies in sccordance with the degree 
of the invasion of the C.P.R. security which is latent 
in that scheme? 

A. By "security" whst do you mean? 

Q@. The Canadian Pacific's security now is the 
yardstick for the making of the freight rates. 

A. If you are speaking of the security of the 
railroad enterprise as a railroad enterprise, that is 
one thing. If you are speaking of the security of the 
C.P.R. 88 a corporation, that is another thing. Will you 


just clarify what it is you ere speaking of? 
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@. I am speseking of this king of security. - Phe 
Canadian Pacific can go to the Transport Board, as they 
have done, end get go many millions for its dividend 
requirements, so many millions for its fixed charges, and 
sO many millions for its Surplus. I call that security, 
200 Gen Chk it Something else. That is what I mean when 
I say "security", The degree of alarm that the Canadian 
Pacific has evidenced here is dependent upon the manner 
in which the Canadian National proposal might invade 
that position? 

A. I would say thet is not complete statement of 
the facts. From my point of view -- and I cannot speak 
for the C.P.R -- I say there ig quite a definite cause 
for alerm that if the Canadian National end up with 
Substantial surpluses in the one cease, if they have a 
free pocket of money to do as they see fit with, that must 
bring about e condition which must cause alarm to the 
Cor Fs 

Q. You do not think thet the feeling in the country 
that perh the Canadian National, the railway which 
the people of Canada own, should be the yardstick, is 
going to be very much concerned about thst? 

MR. CARSON: I do not know that that question 
Should be put to this witness, about the feeling in the 
country, 

MR. FRAWLEY: Q. You ere resident manager in 
Canada of Price-Waterhouse? 

A. I would say "pertner" not manager. 

Q@. You sre resident partner? 

A. Yes, 

Q. Pardon me for using the word "manager". You 


are resident portner. You offices extend from the Atlantic 
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to the Pacific? 

A. Thet is correct, 

Q. You have offices in every Province in Cansda? 

A. Yes, 

Q@. And you make it your business to De TEerae Seca 
of those offices? 

A. ak 

Q@. And you make it your business to go from one end 
of Canada to the other? 

A. From time to time. 

Q. Notwithstanding the inferior? WifoR ny friend 
Mr. Carson may want to put you 88 an appraiser of 
public opinion, I Simply put it to you in this way. Do 
you not think that it is more thon likely that there is 
a large body of public opinion in this country that might 
want to see the Consodian National made its yardstick, 

these 

regardless of consequences? 

MR. CARSON: What is he to do- take 2 Gallup Poll? 
I do not understand this line of questioning by my learned 
friend. 

THE CHAIRMAN: Mr. Norman is asked to state from 
his experience as a citizen of Canada, travelling throughout 
the country, whether or not he does not believe thet there 
may be a body of public opinion. That is what you say; not 
that there is, but thet there may be. 

MR. FRAWLEY: That is right, that there may be, 

THE CHAIRMAN: That there may be in Canada a 
feeling that the Canadian National should be the yardstick 
in setting freight rates instead of the Canadien Pacific. 

MR, FRAWLEY: That is all, 

THE CHAIRMAN: Q, What do you think, Mr. Norman? 

A. My only answer to that can be that if all the facts 
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were put before every person -- 


Q. I am just teking things as they ere. 


cr.,€x. 


A. As they ere, my personal opinion is thet I do 


not think there is such s quantum of people. 


they are well enough informed. 


(Page 20730 follows) 
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COMMISSIONER ANGUS: When we sre Speaking of 
the Canadian National being 3 yardstick, heve we in mind 
the Canadian National with its present capital structure 
or with the capital Structure it ig asking for or with 
the capital Structure which it has been suggested in this 
brief it should have? 

MR FRAWLEY: [ am Speaking, sir, of the Canadian 
National capital Structure which Mr. Gordon placed before 
the Commission. 

COMMISSIONER ANGUS: Would there be any objection 
to the Canadian National being @ yardstick tate 
financial structure were what has been Suggested in this 
brief, if the Proposals on page 16 were given effect to, 
So that the revenue needs of the Canadian National were 
defined on that basis? Would there be any objection then 
to its being 2a yerdstick? 

THE WITNESS: wr, Angus, I would like to answer 
that this way: Firstly, my Suggestion is thet the basis 
of fixing freight rates should be on the basis of 9 fair 
return on the investment, and if that is a basis to be 
used I see no objection to the Canadien ‘National being a 


yardstick along with the Canadian Pacific -- none whatever, 


COMMISSIONER ANGUS: Q. When you say. a fair return 
on an investment, that would be subject, I Suppose--- 

A. On the property. 

Q.--To the exclusion of the investments made for the 
Purpose of national policy? 

A. Yes, sir, 

Q@. And on that basis would you see any difficulty in 
using two yardsticks, each to some extent being a check on 
the other? 

A. No inherent difficulty, no. 

MR FRAWLEY: Q. Whst you are Saying, Mr. Norman, 
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to the Commission that has to consider this Canadian 
National Proposal, is that there ore some conditions which 
Should be imposed before it igs eccepted, I mean the condi- 
tions which are contained in your own submission? 

A. Those sre hardly conditions of the acceptance, 

I think one can hardly say that 3 suggestion that $300 
million should not be granted ag 5 Subsidy is 3 condition, 
because it Just is not a condition, 

Q. You do not reject the whole plan out of hand? 

AY 6(Oh, no. 

Q. And say it is not worth talking about? 

A. Oh, no, 

@. So I perhaps wrongly used the word "condition", 
You say if it is to He accepted it must be accepted in 
accordance with my Suggestions, contained in your statement? 

A. I did not Soy wnat, sir. “T Said that is my sug- 
gestion as what might be acceptable, 

Q. Well, it is for the Commissioners to Say whether 
LG As to be accepted in whole or in part? 

A. Yes, | 

Q. Or with conditions, or as you have placed it, and 
SO on; but you are saying to the Commissioners virtually 
thet if you will regerd it in the light of my statement, 
then it is 911 right to accept it, or what is left of it? 

A. I woulda hardly be quite so presumptuous as that, 

I merely express my views as to what I consider might be done. 

Q-» LF find at dirricuit to follow you. You sre not 
Saying--- 

A. I am not in 3 position to direct the Commission as 
to what they should do. That is the Suggestion which you 
Made to me. 

Q. But Surely you sppreciate the fact thet you are not 


here directing the Commission, but you sare here making respect- 
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ful submissions to the Commission? 

A. That is right, 

Q. And in your respectful Submission, if the 
Commission followed the suggestions contained in your 
brief, then it would be 811 right to go along with the 
Gordon plan; that is 5 fair way to put it, isn't it? 

ie XO, 

Q. All’ Pight. We were @ long time getting that, 
These things, then, that you Say about the Gordon plen, in 
8 word, are, first, that the $300 million must g0? 

As in that form, in that form, 

Q. That instesa of exchanging the bonded indebtedness 
of $760 million for equity capital, that should be ex- 
changed for income bonds? 

A. That is correct, 

Q With a cumulative feature? 

he ptatat 28" right , 

Q. And that means--- 

A. Not the whole $760 million. 

MR CARSON: Take his brief as he put it. 

THE WITNESS: I think you will find it is $391 
million, if you will resa i 

MR CARSON: Page 19, 

MR FRAWLEY: Q. All right. And that means that 
unless the--- 

THE CHAIRMAN: Where is thot? 

MR CARSON: Page 19, peragreph 2, Summary of his 
views, 

MR FRAWLEY: Q. And that means that if the income 
is not sufficient to have the bonds earn, then the deficits 
reappear in the annusl statements? 

A. No, sir. 

Q. Well, what happens? 
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A. The deficit would not appear. To the extent 
that it is earned it would show thst thst emount hea been 
paid on the contingent interest basis, end the matter of 
the remainder igs merely 93 contingent liability, as one 
sees on all sorts of commercial branches. 

2. All I am concernea about--- 

A. It does not show ag & detiois. 

Q. I am concerned to See what difference there would 
be in the annual Statement then. Take 1949, for instance 
-- page 6 of the annual C.N.R. statement, Exhibit 254 -. 
there were two amounts there that had to be paid, $24 
million to the public and $21 million to the Government, 
out of the $4 million of net income. How would thet 
appear under your income bond arrangement? 

A. To the extent that it is the amount of interest 
on the income bonds, it would not be stated in there at 
all as a charge, 

Q. The interest on the funded debt in the hands of 
the public would remsein there, I take it? 

A.., Yes. 

Q. And the interest on the Government loans of $21 
million would disappear? 

A. It would be reduced by approximately I think it is 
$13 million. 

Q. ‘nd that would eppear then as $21 less $13 million? 

A. It would not be less anything; it would appear as 
$8 million. 

Q. It would appear as $8 million? 

A. Yes. 

THE CHAIRMAN: Q. It would appear as what? 

A. As $8 million. 

MR FRAWLEY: Q. So that in 1949, as 9 result of 
the recapitalization, just in these particulars that you 
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would go along with, it would be $24 million and $8 
million? 

Ay. That oie approximately correct. 

Q. There would be about $32 million there that the 
railway would have to find out of net income of $4 million? 

A. Yes, or out of 2 Government -- 3 Subsidy paid to it. 

Q. The loans which the Government give them sre 
loans for their deficits? 

A. Logns? 

Q. Yes, 

A. No, sir; there is no loan made for any deficits. 

Q. Now, how is the deficit treated? Does thot not 
appear somewhere in the capital structure? 

B, No, sir, 

Q- Tell me how that happens, Mr. Norman -- the $33 
million in 1948? 

A. I think if you look st the consolidated balance 
Sheet of that exhibit you ere speaking to, st December 31, 
1949, you will see an item under current assets, balence 
due on deficit account, 

THE CHAIRMAN: Q. Balance due on what? 

A. Due on deficit account; and that is the balance 
Outstanding at that time which is due to the Canadian 
N-tional by the Government of Cenada in respect of deficits, 

MR FRAWLEY: Q. Now, the third comment that you 
have to make on the Gordon plan is that the uneconomical 
lines must be segregated, and they must be put into the 
hands of the Canadian National on an agency basis? 

Theat is correct. 


Just as the Hudson Bay Railway has done? 


> Oo b&b 


Yes. 


Q. Now, the Commission has been told that the 


Canadian National proposed that scheme to the Government 
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of Canada in connection with the Newfoundland Railway, 
and the proposal was rejected, and it went in just as the 
Temiscouata has gone in, and the Intercolonial and all 
the rest of them. Now, don't you think that we should 
be realistic, or what is your position about that? Do 
you think that, notwithstanding that, perhaps the 
Commission, if they agree with you, should say to the 
Government, "Well, that attitude should be changed." 

A. I see no objection to so Saying. 

Q. Then you say on page 20, Mr. Norman, that the 
balance of any surplus earnings must be paid to the 
government as a return on its equity capital; you do say 
that, don't you? 

A. I would like you to read the whole, because that 
does not give a correct -- 

Q. Well, what you say is that a portion of surplus 
earnings afterpayment of interest, fixed and contingent, 
Should be retained to provide funds for improvements and 
betterments and the balance paid to the government as a 
return on its equity capital? 

A. Correct. 

THE CHAIRMAN: Q. Well, the other day it was 
suggested that the distribution should be half and half. 
I am not sure who made that suggestion; was it you? 

A. I think it was, sir. 

MR. O'DONNELL: Mr. Northey Jones, too. 

THE WITNESS: I think Mr. Northey Jones also 


made the same suggestion. 


MR. O'DONNELL: One dollar paid, one dollar 


retained. 
MR. FRAWLEY: Q. Now, that is tantamount, of 


course, to virtually paying dividends to the government 


of Canada, isn't it? 
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A. It is paying them a return on their equity, 


on their investment, certainly. 

Q. And that is what a common shareholder in an 
ordinary company gets? 

A. Certainly. 

Q. So that would put the Minister of Finance of 
Canada in the position where under your suggestion he 
would be receiving dividends from this publicly-owned 
enterprise? 

THE CHAIRMAN: That may be done today, may it 
not, under the law? 

MR. FRAWLEY: Yes, it may be done; it may be done. 

THE CHAIRMAN: If the directors of the company 
wish. 

MR. FRAWLEY: That is true. 

THE CHAIRMAN: Pays the whole or any part of 
the surplus to the government. 

MR. FRAWLEY: Yes, that is true. As I under- 
Stand, that has not been done. 

THE CHAIRMAN: This would make it compulsory. 

MR. FRAWLEY: That is right; this would make it 
compulsory. 

Q What I am suggesting to you there, Mr. Norman, 
is, to make it compulsory would fly in the face of the 
whole concept of public ownership of utilities, wouldn't 
it? 

tas Not entirely, no. I never can conceive the 
reason why they burden -- I will put it this way, that 
the burden of financing a public enterprise shouldhave 
no return on it whatever, because you are giving a 
service to one group of taxpayers and having another group 
of taxpayers pay for it, and from my own theoretical 


point of view I consider this entirely unsound. 
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Q. Of course, you are pretty well a private enter- 
prise man, are you not? 

A. I don't know what you call it, but if you mean 
to say that I am in favour of the capitalistic system, I 
would say yes. 

Qe Well, does that go to the point where you see 
no place, for instance, for a State-owned telephone system? 

ny None whatever. I do not say that I either 
agree or disagree. I won't say that I disagree. 

Q. Then you say at the bottom of page 8 and the 
bottom of page 9 -- this is the objective: 

"The placing of the commercial or self- 
Supporting part of the enterprise on a basis 
comparable with the investor-owned companies as 
to capitalization, operating expenses (including 
taxes and depreciation) and charges payable as 
an overall return on capital." 

That is again saying that what you call the commercial 
part of this enterprise should pay income taxes? 

A. That is right. 

Q. Well, now, there again, Mr. Norman, that is 
flying in the face of law and practice in the field of 
publicly owned utilities? 

A. That is perfectly true, but there may be some 
other method, if you wish to so design one, by the 
government, under which instead of taxes they can call 
it something else. But certainly, once again, I see 
no reason why one group of taxpayers should be paying 
as a burden on another group of taxpayers, and that is 
what you are asking. 

Q. Of course, when you look around you find that 
is actually what is going on all over Canada, when you 


have a state-owned utility competing with a privately-owned 
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utility? 


MR. CARSON: What have you in mind? 
THE WITNESS: What particular ones have you in 
mind? 
MR. FRAWLEY: Q. Have you not got a state-owned 
utility in the province Of Quebec? 
A. Competing in the same area? 
Q. I don't know about the area, Have you got 
Something called Hydro Quebec? 
A. Oh, yes, definitely. 
Q. You have something called the Gatineau Power? 
A. yea, 
Q. One of those corporations pays income tax and 
the other does not pay income tax? 
A. That is correct. 
Q. In the city of Winnipeg you have the Manitoba 
Power Commission and the Winnipeg Electric? 
A. That is right. 
Q. And one pays income tax and the other does not? 
A's That is right. 
Qe Thank you, Mr. Norman, 
THE CHAIRMAN: Anybody else? 
MR. O'DONNELL: I have just a few questions, my 


lord. 


CROSS-EXAMINED BY MR. O'DONNELL: 

Q. Mr. Norman, will you please turn to page 5 of 
your statement, to the second paragraph where you refer 
to the tables appearing on page 11 of the Canadian National 


submission. You refer to that, and you go on to say: 


7 . all of these estimates appear to assume 


it to be a foregone conclusion that revenues 
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will be reduced and at no time will there be an yy 
increase," 


(Page 20740 follows) | ; 
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Now, it would be fair, I assume, to place in juxtaposition 
the footnote which is found on page 1l of the Canadian 
National submission and which explains the purpose of the 
tables to which you refer. You will remember that the 
table is headed, "Estimated results at various levels of 
gross revenue," 

THE CHAIRMAN: Are you referring to your brief? 

MR. O'DONNELL: I referred to page 5 of Mr. 
Norman's statement where he makes reference to page 1l of 
our Submission, 

THE CHAIRMAN: The next reference is to what, to 
your brief? 

MR. O'DONNELL: Our brief, page ll. 

THE WITNESS: Mr. O'Donnell -- 

MR. O'DONNELL: Q. You had better wait a moment, 

A. All right. 

MR. O'DONNELL: I point, my lord, to the fact that 
these tables are headed, "Estimated results at various 
levels of gross revenue," 

Q. I am about to suggest to you, Mr. Norman, that 
to have a proper understanding of the table in the refer- 
ence which you make to it that it would be right to have 
in mand the sentence at the bottom of page 11 which reads: 

"The above table is, of course, statistical 

and is included only to demonstrate as forcefully as 

possible the drastic effect on net earnings of the 

Canadian National which will accompany a substantial 

decline in traffic volume." 

In other words, purely illustrative? 

me I would agree with that except I think to make 
the record complete you should probably read into the 
record the preceding paragraph to the table. 


Q. Yes. 
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Bis I think if you started there and ended there it 

would be fitting. 
MR. CARSON: What paragraph is that? 
THE WITNESS: "Traffic volume carried by the 

System is directly reflected in its net earnings, 

and an increase in gross traffic could be expected 

to result in an improvement in net earnings." 

THE CHAIRMAN: What page is that? 

MR. O'DONNELL: Page 10, 

THE WITNESS: "Similarly, a reduction in 
traffic would bring about a related deterioration 

in the financial results. Traffic volume is not 

expected to increase in the immediate future. On 

the contrary, the anticipated trend is downwards, ' 
I think if you take the whole thing -- 
MR. O'DONNELL: Q. That is a fact, is it not, 
that according to your knowledge there has been a 
Sloughing off of traffic? 

A. Traffic is down as far as I am advised in the 
last three months, but the dollar revenue is up. 

Q. But you would not want your statement to be read 
as an indication by the Canadian National that there was 
never going to be any variation upwards, and that the 
table was not to be used exactly for the purpose which is 
Stated, merely as statistical information for the purpose 
of illustration of the effect which a drop in traffic 
would have on the Canadian National as such? 


A. I would agree with you that I did not intend to 


convey -- 
Q. I am sure you did not. 
Ay -- that they indicated that their traffic was 


going to drop down to $300 million. 
Q. Please turn to page 6. 
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THE CHAIRMAN: Which page 6? 
MR. O'DONNELL: Page 6 of Mr. Norman's statement. 

Q. You refer there to the British Transport Com- 
mission, There are certain differences, are there not, 
in so far as the Canadian National is concerned which make 
it other than the situation which prevails with respect to 
the British Transport Commission? For instance, the 
British Transport Commission or the government of Great 
Britain is under obligation to pay the holders of these 
bonds? 

A That is correct. 

Q. And in Canada the government owns the bonds? 

A. That is correct. 

Q. And the British situation was et up on the 
basis that these bonds of the British Transport Commis- 
Sion I have just referred to were delivered to the holders 
of the shares of the various railroad companies which 
were taken over by the British Government in pursuance of 
its nationalization policy? 

1a That is right. 

Q. And those roads when taken over were in a much 
different condition from the point of view of operating 
results and financial position than were the bankrupt 
roads which were amalgamated into the Canadian National 
System in 1923? 

A. I have not made any comparison of that. 

Q. The fact is there is that very considerable 
difference? 

A. Yes, and of course they are very much older too. 

Q. And they were going concerns the bonds of all of 
which were quoted on the exchanges, and they were being 
dealt in day in and day out? They were going concerns. 


They were not over-burdened with the heavy fixed interest 
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charges that the Canadian National had at its inception? 
ne Of that I have no knowledge at all. 

@. You have no lmowledge at all? 

A. As to whether they were -- some were going con- 
cerns; they were all going concerns. I have no knowledge 
as to whether they were in a good financial position or 
whether they were not. 

Q. In any event, there was no Suggestion that as of 
the date they were taken over they were burdened with any 
very excessive and unjustified fixed interest charges? 

A. I would assume that from the fact that the 
stocks and securities purchased by the government were 
valued at a certain given price on the exchange. 

Q. On the exchange. 

A. That is right; one would assume it. 

Q. Now then, please turn to the last paragraph on 
page 10. You refer there to the $300 million whichds 
represented as a part of Mr. Gordon's proposal? 

A. Yes, 

Q. And we should bear in mind that Mr. Gordon's 
proposal is that the overburden or excessive fixed 
charge interest-bearing debt of $1,500 million should be 
settled for $1,300 million roughly in round figures? 

A. Well, I do not read into Mr. Gordon's suggestion 
that he has got an overburden of debt of $1,533 million. 

Q. The fixed charge is excessive? 

A. That the charges are excessive, yes. 

Q. And he proposes to settle the whole thing on a 
compromise basis which would result in roughly a $1 billion 
adjustment, this proposal? 

A, I do not understand -- what is he compromising? 

Q. He is compromising the $1,544 million to roughly 


41,060 millieew. Is that not a fair way of putting it 
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in your view? 


A. I should like first of all to refer to what Mr. 
Gordon said. 

@. Read page 3 of your statement. You will see 
the proposals there. 

WA It says this statement evidencing an excessive 
capital burden. He did not say that Ba for debt 
of $1,533 million, which is in excess of the fixed charge 
debt of $1,344 million. He does not say it is the 
fixed charge debt. 

Q. That is right. 

As It is the excessive Capital burden he is willing 
to compromise, 

Q@. He works it out at $1,544 million? 

A. Yes. 

Q. And the proposal is for $1,060 million, that it 
Should be settled on the basis he sets out in his sub- 
mission? 

Bic That is correct. 

Q. Now, you refer at page 10 of your brief to a 
blanket appropriation,, and you have referred at the 
top of page 11 in the same paragraph to a hidden subsidy 
in the neighbourhood of $9 million. I am curious to 
know how that could be termed a hidden Subsidy. I take 
it you have looked at Exhibit 245. That is the consoli- 
dated balance sheet as at December, 1948, giving effect 
to these adjustments. You will see clearly on the face 
of that balance sheet, as drafted by Mr. Cooper, the 
clear designation of the $300 million as being government 
of Canada capital funds receivable from? 
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Q. You will see that is how he proposes the 
balance sheet should read, and that item would be there 
for all to look at it? 

A. At that moment of time, but that $300 million 
disappears very rapidly as it is used. 

Q. If it disappears it will be found somewhere 
else? 

A. But not earmarked as such. 

Q. I shall come to that. Then there is Exhibit 246 
which is the net income results for the year 1949, and 
there again one would find interest on government indebted- 
ness, $9 million, on the face of the statement? 

A. That is right. 

Q. Again I suggest there is not much hidden about 
that? | 

A No, but it will be hidden in due course of time 
as the $300 million is used. 

Q. Your fear is that the accounting officers will be 
able to put it over the auditors, so to speak, so that the 
item will not appear? 

A. No, I am not saying that at all. So long as 
the $300 million is owing your accounting officers will 
Show there is $9 million of income received, but so long 
as it isn't owing they will not show it. 

Q. And it will appear somewhere else by some other 
item? 

ce No, it cannot appear somewhere else, It has 
disappeared; the income does not come in. 


Q. If the proceeds be used for the acquisition 


of capital expenditures? 


A. And there is no segregation of the income from 


that capital expenditure as such. 
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@. But if any portion of the $300 million is used 
for the purpose of Capital expenditure, and that is one 
of Mr. Gordon's proposals, do you suggest there would not 
be a clear record of that? 

Ae There would be a clear record of the expenditure 
but it will be merged in the mass of investments in 
railroad enterprises and not kept Separately. 

Q. Under the arrangement of the Canadian National, 
which you are aware of, thatwould only be after the budget 


had been submitted to parliament and approved by parliament? 


A. I assume so, 

Q. That is a fact each year? 

A. yes. 

Q. That being the fact how can one Suggest that 


there would be anything hidden in that? 

A That would simply be, as I understand it, in 
regard to the use of moneys for Capital purposes. tI 
you used those moneys for other purposes -- 

Q. If we used the money for paying off debt, for 
instance? 

A. That would be automatically shown but it will not 
remain shown. It will be shown the first year it happens. 

Q. I know, but on the other hand -- 

A. Memories are short. , 

Q. That may be but on the other hand theequity 
owners, the people of Canada, have that record, and it has 
been approved of by parliament. in the first instance. 
if if be a capital expenditure, and by parliament's 
auditors if it be used for payment of debt? 

A. And if it is used for expenses? 

Q. If it is used for expenses -- where do you get 
any suggestion it would be used for expenses? 


A. As I say, maintenance of the road would be 
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important, and I assume -- 

Q. But Mr. Gordon's proposal is not that it should 
be used for expenses, is it? 

A No, he proposes to use it for the two -- 

Q. Capital expenditure and payment of debt; those 
are the only two items? 

A. That is correct, 

Q. So that we can agree that in either or both of 
those instances it is all done in the open and in the 
clear? 

A. So far as the expenditure is concerned but it 
Still remains a hidden Subsidy after you have spent the 
money. 

Q. I am just interested to follow you on that. 
When you suggest a hidden Subsidy -- 

THE CHAIRMAN: I think we should clear up a 
point. In Mr. Gordon's submission he says that the 
government should acknowledge an indebtedness to the 
Canadian National in the amount of $300 million to bear 
interest at 3 per cent until discharged. What does 
"until discharged" mean? 

MR. O'DONNELL: Paid. 

THE CHAIRMAN: He goes on to say: 

"This would be set up in the accounts of 

Canadian National as a capital fund." 

That is, the $300 million would be so set up? 

MR. O'DONNELL: Yes, 

THE CHAIRMAN: To be drawn on from time to time. 
You would draw on the $300 million from time to time? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: To retire interest-bearing 
obligations in the hands of the public. 

MR. O'DONNELL: Right. 
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THE CHAIRMAN: Suppose you applied $50 million 
at some time to redeem bonds, What becomes of the 
$300 million? 

MR. O'DONNELL: It is reduced pro tanto. 

THE CHAIRMAN: What interest would you continue 
to receive? 

MR. O'DONNELL: Three per cent on the balance. 

THE CHAIRMAN: Only on the balance? 

MR. O'DONNELL: Surely. 

THE CHAIRMAN: I mention that because it is 
important. You have been talking to each other as if 
the 3 per cent on the $300 million might go on forever. 

MR. O'DONNELL: That is the Suggestion, and I 
Say that is not accurate or correct, 

MR. CARSON: I think if Mr. NOrman is asked 
what he means by a hidden subsidy of $9 million he will 
Say it is something entirely different. 

THE CHAIRMAN: That may be, but that interest 
goes on decreasing as you use your capital fund. 

MR. CARSON: Mr. Norman is not talking about the 
$9 million of interest as representing a hidden subsidy 
aot asl. 

THE CHAIRMAN: But Mr. Norman does refer to a 
hidden subsidy of $9 million. 

MR. CARSON: I want him to explain it. 

MR. O'DONNELL: I am going to follow it up in 
my own way, and I would ask you to be patient with me. 

I have not put anything unfair to Mr. Norman. I have the 
greatest respect for him. He and I are old friends; we 


know each other. 
MR. CARSON: That is fine. I have known you 


for a number of years too. 
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THE CHAIRMAN: Mp, O'Donnell, I should like to 


ask Mr. Norman to tell us now what he means by this 
“Q million. What do you call it? 


MR. CARSON: A hidden subsigy. 


(Page 20748 follows) 
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THE WITNESS: My lord, under the proposal, the suggestion 


is th ernne 
Ss a miliion of money be made available to the Canadian 


Hational which they can use for two purposes, a reduction 


of debt held by the public or for capital purposes; and that 
the Canadian National will Bive the government equity stock 
for it. If it was entirely used for the purpose of redeeming 
funded debt, then the Canadian Nation is relieved of earning 
3 per cent on . nnn forever. 

THE CHAIRMAN: 9. I see. 

A. If it is used to purchase other assets, then it is 
not obligated to earn any return on those assets to meet 
$9 million worth of normal requirements which would be in 
the normal course. 

Q. If you have it one way or the other, this socalled $300 

million would mean a subsidy of $9 million? 

A. That is my own view. 

ap Ai) right. 

MR. O'DONNELL: Is not the common use of the word 
“subsidy” intended to mean something for nothing? 

A» Yes. That is right. 

Q. Yes. When you settle a debt or an overnacrge as in 
this case on the basis that Mr. Gordon suggests, comptomising 
$1,544 million by $1,060 million possibly through an 
exchange of securities, $760 million of interesting bearing 
common equity stock and $300 million by way of capital 
funds, is there not a quid pro quo there? 

A. I would like to ask first what is the debt? 

THE CHAIRMAN: Who is the debtor and who is the creditor? 

MR. O'DONNELL: The suggestion, my lord, in 
Mr. Gordon's statement that the Canadian National Railw oy 
System was set up with an excessive burden placed on it at 


its inception , that there was never any adjustment 
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made, and that it is high time that it should be made. 

He said that that existing overcharge on fixed interestcn dcbt 
is $1,544 million and he proposed that it should be settled 
on the basis of exchange of $760 million of interest bearing 
securities -- 

THE CHAIRMAN: That burden should be relievedto that 
extent? 

MR. O'DONNELL: Yes. He proposes to settle it. 

THE CHAIRMAN: You are calling it a debt. 

MR. O'DONNELL: It is a burden. It is a charge. He 
proposes adjusting that burden in this particular way.In those 
circumstances I suggest to Mr. Norman this treatment of the 
matter entirely overlooks the purpose of the adjustment 
and that the adjustment is a settlement of this burden which 
has been hanging over or was imposed on the Canadian National 
through the years. I asked him then to say where anything 

in the nature of a hidden subsidy of $9 million exists 
in the light of the fact that all the dealings with the 
$9 million are dealt with out in the open with the approval 
of parliament and with the checks that parliament's auditors 
have on the accounts of the Canadian National; and that 
in those circumstances, with all that publicity, and with 


the Waele 


thing being in the open, how it can be su&gested 
there is anything hidden about it. 

THE WITNESS: May I answer you in another way, Mr. 
O'Donnell and probably make it a little clearer? 

MR. O'DONNELL: 9. All right. 

A. If,as one would normally do in a commercial enterprise, 
you are going to get new money, you usually put it at the ! 
top of the heap and not at the bottom. But assuming that 
you do put it at the bottom , the investor that does put it 
at the bottom feels that he is entitled to some return on it 


having put it at the bottom; and we will fix the rate at 
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3 per cent which apparently has been used here. If the 

C.N.R. was obligated to pay $$ million a year their deficit 
if they had one 

would be $9 million and their subsidy would be that much more. 

Tis Nos got lost. 

4. That is not all that has got lost, in my view. 

I say that the object of the proposal has got lost in the 
treatment that is being given to it by the Canadian Pacific 
Railway. My suggestion to you is that the object of the 
proposal is to adjust something which should have been 
adjusted years ago on the authority of various people whose 
point of Ve has been put on record here. 

A. I understand. 

Q. And that this is the time to do it; and that the 
way it is suggested it be done is as Mr. Gordon suggested it. 
I am merely suggesting to you that it is not a question 
of new money, as you just mentioned, but that it is an 
adjustment of an over-burden, of an old obligation which 
Should have been disposed of year ago , which was not 
justified -- if we be right in our contention, it was not 
justified -- and should be settled. In that case we reduce the 
debt and the fixed interest obligation in the way that 
Mr. Gordon suggests. And I suggest that is what is being 
overlooked. It is not a matter of trying to find new 
money. It is a matter of trying to settle an old obligation. 

A, Is this not new money 

Q. Do you think it is? 

A, I certainly think it is. 

Q. If the premises be right that there was an 
over-burden to be determined of $1,544 million, do you 
agree that there should be some settlement, if we can 
justify it? 


A. Some change in the capital structure. I agree 
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with you. 

Q. If we change it by using that capital fund which is 
recorded in the accounts of the Canadian ReGen ana which 
has to be submitted to parliament and its auditors and which 
has to be approved in the first instance by parliament, there 
1s not much hidden about that, is there? 

Ao o>. 

Ot MLehE . 

A. I would say "at that time”. But it gets lost. 

Q. I am going to suggest that it cannot get lost. 

On page 10 you use the words "blanket appropriation". 

A. That is right. 

Q. Here is why I suggest there eaannot be anything 
about getting lost. You know that each year,with respect to 
the capital expenditures, the Canadian National has to go 
to parliament witha capital budget? 

A, That is true. 

9. So that every item of expenditure that will be made 
7 for amy part of the payment there, or.to provide that 
4300 million fund/would have to have been submitted to 
parliament? 

A+ Yes. But might I sugsest that the acceptance of 
the suggestions as to what you are going to do , you 
are certainly going to have some capital availoble paid from 
funds you heve got. 

A. I am speaking of the $300 million that you considered 
- That is the second proposal. I suggested it was part of 
the entire scheme. 

A, I know you did. 

Q. With respect to the expenditure of $300 million 
or any part of, so far as capital expermditure is concerned, 
the Canadian National Railways - and I ask you to agree 


with me -- must go to parliament for a capital budget and 
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ask for parliament's approval? 

A* That is my understanding. 

Q. That being the case, how can there be any part of 
the $300 million lost so far as its being expended for 

capital expenditure is concerned? 

A. I have never said it is lost. I have said it is 
lost as being identifiable, because it gets merged in the 
enterprise as a whole. 

Q. Let us look into that. Each year you also know 
that the Canadian National capital budget having been 
approved, there is a record of it? 

A. Yes. 

Q. Anyone who is interested in the matter can find it. 
How can it be lost there? 

#10, 26. not lost. theres 

Q. All right. That is all I have in mind. 

A. It is not indicated on the balance sheet that comes 
out every year, with your assumption of the $2 billion 
or whatever the thing may be, that the $300 million is 
in there. 


Q. 


1 


It may not be on the balance sheet but it may be 
Somewhere else. It is on public record. 
A, I agree with you. 
Q. Anyone who was interested would look for it, and 
if he was diligent he would undoubtedly find it. 
A. There are very few taxpayers interested to that extent. 
Q. But those people who are not interested are not the 
ones we are particularly worrying about at this stage. 


A. I sometimes think those are the people who should 


be protected. 
Q. They send their representatives to parliament under 


~v 


Our democratic system, and those representatives know what is 
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going on, or presumably they do. 

A. Presumably. 

Q. Yes. Then just let us turn to page le. There again 
I find at the bottom of the page, the third line from 
the bottom, the word subsidy". I think we have covered 
that aspect of it in questions I have put to you and I will 
not say anything about it, other than making the suggestion 
that there again, in your treatment, the purpose of Mr. 
Gordon's plan in his submission is entirely overlooked. :' 
The fact that it is an endeavour to adjust that over-burden 
is quite completely ignored by the Canadian Pacific treatment 
of the matter. 

A. I would not agree to that at all. In these suggestions 
that are made here , my approach to it is that at some time 
or other after they have written off the things that do 
not exist -- 

Q. I am coming to that ister. That is a few pages 
rurtner on . 

A. Then after that has been done, then so far as 
converting this into equity capital, it should be serviced 
to the extent that there is interest available for it. 

Q. But you will agree with me that the principle is that 
in consideration of the setting up of the $300 million, the 
government gets equity stock? 

A. Yes. 


A. In other words, the government subscribes for stock? 


Ae Yes. 
Q. Just as the C.P.R. shareholder subscribes for stock 
or buys it? 

A. That is correct. 

9. And in those circumstances it is scarcely fair to 


Suggest that it is a subsidy, in the common terminology of 
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the word ? 


A. Except that under your C.N.R. Act, you do not have 
to pay dividends and you are not called up from the standpoint 
of borrowing, you do not have to do ss the C.P.R. has to § , 
If you need more money, you do not have to do as the C.P.R. 
has to do, go out and get it in the open market. 

Q. I am not speaking about bkat. I say that when a 
shareholder of the C.°.R. or a would-be shareholder subscribes 
for stock , he gets his stock against his money; and when 
the Canadian National suggests that the government subscribes 
for stock against some other consideration, it is not fair 
to designate those transactions as subsidies. 

A, I think they are two entirely different mo-tters, 

Q. We will let it go at that.I suggest that they are 
somewhat parallel. In any event, will you please turn now 
to page 13, paragraph (c). There you say: 

"Counsel for C.N.R. has stated that the government 

railroad has not asked to be made the yardstick for 

rate making. It is my opinion, however, that some 

sections of the public will use any comparisons 

which appear to be favourable to them in either 

resisting an increase or clamoring for a reduction 

in rates and tolls." 

There you are assessing what you think some section 
least of the public will do? 

A. That is right. 

Q. We will ED. arid hae ee the purpose, Mr. Norman, 
for which the Board or transport has been set up, to see 
to it that there is a fairness between the public on the 
one hend . thot shippers, for instance -- and the railways 
on the other, and to see that despite the clamour for a 
reduction of rates possibly by the shipper or for an 


increase of rates by the railroads, or vice versa, to see that 
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what is just, fair and reasonable with regard to rates 
Shall prevail. Is that not the purpose of the Board of 
Transport Commissioners? 
MR. CARSON: I Suggest to my friend that that is 
a matter that he and LT, orsthat lawyers can argue out 
rather than the witness; that is, as to the purpose of 
setting up the Board of Transport of Commissioners under 
the Statute. 
THE CHAIRMAN:Q.I think Mr. Norman, that you would 
understand that. 
A. That is my general understanding. I have read 
the Act. 
MR. O'DONNELL: Q. That is all I had in mind. 
A. That is my general understanding. 
Q. All during the years since 1903, when the Board 


was set up, this Board or the predecessor Board with a 


slightly different name has during the years since then, 


a matter of approximately 47 years, has done a fairly 
good job in the way of maintaining an even balance 
between the shippers and the railways. 

A. I would not want to give my concurrence in 
that view, because I do not know. 

Q. You do not know? 

A. No. 

THE CHAIRMAN: I suppose that any clamour 


that might come forward for a reduction would be addressed 


to that Board? 


MR. O'DONNELL: Yes; and the Board has the ultimate 


right to say whether the clamour is well founded or 
unfounded. 


THE CHAIRMAN: The Board would say that if the 
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C.N.R. iS in fact earning these large surpluses, if 
it eventuates, that they are not going to fix any rates 
which would be hurtful to private enterprise, the Canadian 
PeCLric. 

MR. O'DONNELL: That is what I have in mind. 

THE CHAIRMAN: That would be their answer. 

MR. C'DONNELL: Yes, possibly. 

Ge And if bag ike made a mistake, are you also 
aware, Mr. Norman, of the fact that there is an appeal to 
the Governor-in-Council as the Act presently stands? 

A. Yes. 

Q.. And that in turn or alternatively, there is in 
certain cases an appeal to the Supreme Court of Canada? 

A. Yes. 

THE CHAIRMAN; That is unquestionally the law. 
MR. O'DONNELL: Yes. 

Q. And on that basis during the years the railroads 
have been able to live. There has been a time lag in the 
last few years possibly in adjustments. I Suggest it is 
too bad there should be that time lag but it is a passing 
matter, and we are entitled to presume that the Board is 
going to do its duty? 

A. I would think so. 

Q. My point is as to whether or not the suggestion 
her in the C.P.R.'s submission is that the Board may not 
do its duty or will not do its duty. 

A. No, not at all. In reply to that, I would also 
quote from the submission from the .C.N.R. which is 
quoted in my point (da). 

Q. Yes? 


A. The quotation is as follows:- 
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"In these circumstances lower freight 

rates following pressure for downward revision 

would probably have very considerably reduced 

if not entirely eliminated such surpluses." 

Q. Yes. ‘That is if it were justified. 

A That is not what they said. 

Q. And if it were not justified, the rates would 
remain where they were; and if the rates should go up, 
the Board will say that they go up. Is that not a fair 
assumption? 

A, 6 Yes, if you get a proper measure; if you have 
a proper measure. I do not know that they will go up 
unless an application is made. 

%. You are not assuming that the alert operators 
of either the Canadian Pacific or the Canadian National 
will not in due circumstsnoss file such application as 
may be necessary? 

A. I cannot speak for the Canadian National, but 
I can assume that the Canadian Pacific will. 

%. You assume that down at Windsor Street things 
are done efficiently and quickly? 

A. Yes. 

Q. That is a fair assumption. 


THE CHAIRMAN: The submission states:- 


these 


"In circumstances lower freight rates 
following Po "9 * “For downward revision would 


probably have very considerably reduced if not 
entirely eliminated such surpluses." 
What are the circumstances referred to when the phrase 
“in the circumstnnces" is used? 
MR. O'DONNELL: That is referring to the boom 


years v back in 1925 to 1929 I think. Mr. Normen refers 
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to that. 

THE WITNESS: I think it referred to -- let 

me have the C.N.R, Submission 
Q. You quote there from 1925 to 1929. 

THE CHAIRMAN: As a matter of fact, would. a 
downward revision which would eliminate your surplus 
entirely not have some effect on the C2nadian Pacific? 

MR. O'DONNELL: It would possibly. But if we 
had a surplus, they would have more Surpluses. That is 
our theory. 

THE CHAIRMAN: They would have greater 
surpluses? 

MR. O'DONNELL: That is our position, owing to 
the low traffic densities and these various other differences 
in the Operating positions between the two roads. That is 
the situation as we gee Lt. Thee ts why we have not the 
alarm that our friends have. We say that on the average 
we can expect to break even if we have these adjustments. 

COMMISSIONER. ANGUS: Yesterday there was an 
arrangement for a statement to be prepared, I think, 
Showing what increase in freight rates would be necessary 
to give the Canadian Pacific . Specific levels of 
income. 

MR. O'DONNELL: Hef SSring to those two 
figures that Mr. Northey Jones used? 

COMMISSIONER ANGUS: Yes 

MR. O'DONNELL: I understand that our officers 
are checking the matter with the Canadian Pacific. 

COMMISSIONER ANGUS: I was wondering if that 
could be advantageously carried one Step further to 
Show what income this level of freight rates would 


probably give to the C.N.R. 
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MR. O'DONNELL: I had that in mind. 
THE CHAIRMAN: The C.N.R. as it is today? 
COMMISSIONER ANGUS: Yes. 

MR. O'DONNELL: No, the adjustment. I have 
that in mind. I think we will have evidence to that effect. 
Q. Mr. Norman, would you please turn to page 15. 

There you set out an extract from the Duff Report? 

A. Yes. 

9%. That extract, generally, speaking, deals with the 
reckless competition that went on during the period that 
is referred to in the report? 

A. That is correct. 

Q. And as a result of the revicw of what happened 
then, the competition between the privately-owned road 
and the Government- owned road, the Commission blamed 
both for that unwarranted competition. You will remember 
that the Canadian National - Canadian Pacific Act was 
adopted following the Duff Report? 

AlonYyes. 

2. In the light of the amendment to the law which 
were provided by that Act, is there any doubt in you 
mind that the situation such ap aensieee to in the Duff 
Report, paragraph 114, could ever occur again? 

A. Is there any question in my mind? 

Q. Yes. 

A. I think there is. 

Q. Are you familiar with the provisionsin the 
Canadian National - Canadian Pacific Act? 

A. No. I have not read them. 

THE CHAIRMAN: Pardon me a moment. That Act 
was intended to bring about the situation that competition 
Should give way in part at least to co-operation. That 


is the effect of it? 
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MR. O'DONNELL: Yes, scction Saou Act 

reads as follows:- 

"Without restricting the generality of the 
foregoing, the power and Jurisdiction of the 
tribunals shall extend to disputes, as defined 
by this Act, relating to measures, plans and 
arrangements or proposals therefor which 


concern - 


(a) Joint use of terminals; 

(b) Running rights ana joint use of tracks 
where there actual or functional duplications, 
or where such may be avoided; 

(c) Control and croitwisl ous une of the 
construction of new lines and provision of 
facilities and additional services where no 
eseential need of the public is involved or 
where the result would be in the mein the divi- 
Sion of the traffic already edequctely provided 


if 


for. 


(Page 20760 follows) 
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THE CHAIRMAN: Yes, but what has that to do with 
the present question? 
if he thinks, 
MR. O'DONNELL: TI am Just asking Mr. Norman, in 
the light of that Statute, which prohibits the reckless 
building of railroads with the only object of dividing 
the traffic, and where there is no essential need, whether 
that type of reckless building could happen again in 
Canada. 
A. If the statute -- 
THE CHAIRMAN: Q. Mr, Norman, did you pre- 
viously point out that there was a danger of the C.N.R. 
indulging in reckless building? 
A. No, 817% 
MR. O'DONNELL: ‘Zs that the inference, then -- 
THE CHAIRMAN: I had not understood that. 
MR. O'DONNELL: I understand that. 
Q. And is not the inference on page 15? You 
preface that extract from the Duff Report by saying: 
"I would refer to Section 114 of the Duff 
Report, 1931, which deals with the competitive 
aspect when one railroad is privately-owned and 
the other backed by the long purse of the State," 
Then, after quoting the extract, the Canadian Pacific 
have put in these words: 
"It would be presumptuous for me to suggest 
that such a condition might reoccur ' were so large 
a sum to be at the disposal of the government-owned 
railway." 
Is not the inference there, so far as our Canadian 
Pacific friends are concerned, that such competition, 
unwarranted, would again take place? 
A. Well, my inference there, sir, is that 


conditions might easily arise where the Canadian National 
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would have funds to go ahead with capital expenditures of 

this character, when the Canadian Pacific would not be in 

that position because of the difficulties of raising money 
in difficult times. 

Q. And is that not one of the purposes for which 
the Canadian National-Canadian Pacific Act was adopted, 
that there should be no unjustified competition of that 
kind? 

A. Well, the question is, what do you mean by com- 
petition? 

MR. EVANS: There is really a legal question there. 

MR. O'DONNELL: Q. That is all right. 

MR. EVANS: The purpose for which this Act was 
put into effect. Now, quite obviously it was never in- 
tended to deal with a situation where the Canadian National 
might have money to go ahead with development lines and 
the Canadian Pacific would not have money. How could 
anybody say that that was under that Act? 

THE CHAIRMAN: It is of some importance. Does 
either of you gentlemen interpret that Act as carrying any 
restraint upon your building new lines or acquiring new 
lines? 

MR. O'DONNELL: We do, yes, my lord, 

MR. EVANS: I have no doubt that that would be 
intended to prevent a wholesale competition between two 
cmmpanies; but the point that is -- 

THE CHAIRMAN: That is, all kinds of competition, 
including the acquisition of new lines and the building of 
new lines. 

MR. EVANS: I would think so. My point does 
not turn on that. My point turns on this, that the subject 
of discussion between counsel and witness is whether the 


Canadian National would be in a position where it will have 
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money to do all-these things, and because the Canadian 
Pacific has no money there is no competition for the 
building. In fact the Canadian Pacific will not have 
the money if what we fear comes about, and therefore the 
preferred position is‘ that of the Canadian National, and 
I say that is not a part of the purpose or the language of 
the Canadian National-Canadian Pacific: Ack, 
MR. O'DONNELL: Part of the language of the 
Canadian National-Canadian Pacific Act is that where no 
essential need of the public is involved, or where the 
result would be in the main the division of traffic already 
adequately provided for, there cannot be this unwarranted 
competition, and there is that restraint on it provided by 
the Act. 
THE CHAIRMAN: How do you go about the acquisition 
or the building of new lines? 
MR. O'DONNELL: I am coming to that next, my lord, 
THE CHAIRMAN: You must have certain authority. 
MR. O'DONNELL: Yes. 
one 
@. In addition to what/finds in the Canadian National- 
Canadian Pacific Act, even if the Canadian National had 
money, you are aware ofthe provision of Section 21 of 
the Canadian National Railways Act, which forces the 
Canadian National to get approval of the expenditure for 
the construction of any new lines, and that the Canadian 
National must go to parliament for approval? 
A. That is correct. 
Q. Now, in those circumstances, what danger is 
there there, with parliament controlling every mile of 
line that 1s built within the provision of those sections? 
MR. EVANS: My friend is also again sking the 


witness what danger is there there. Now, I can tell my 


friend -- 
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THE CHAIRMAN: That is an argument, I think. 

MR. EVANS: Yes, 

MR. O'DONNELL: The only reason I am doing it, 
my lord, isthis, that in this Submission -- 

THE CHAIRMAN: Well, you can ask the witness 
whether or not he is aware that there are these restraints 
upon him. 

MR. O'DONNELL: I.have asked him that, 

Nationat 

THE WITNESS: I do not know the Canadian /Railway 
Act. I do know that you go to parliament. I do not 
know anything about the terms of the Act. 

MR. O'DONNELL: That is all I need. That suits 
me fine; andfarliament is in control. 

MR. EVANS: Under Section 21 there can be no 
doubt whatever that the Canadian National has a preferred 
position over the Canadian Pacific, because they have power 
to build branch lines that are found nowhere in our Act. 

THE CHAIRMAN: Well, I have not Section 21 before 
me. 

MR. O'DONNELL: I will read Section 21, my lord, 
if I may: 

"With the approval of the Governor in Council 
and upon any location sanctioned by the Minister of 
Railways and Canals the Company may from time to 
time construct and operate railway lines, branches 
and extensions, or railway facilities or properties 
of any description in respect to the construction 
whereof respectively, Parliament may hereafter 
authorize the necessary expenditure or the guaran- 
tee of an issue of the Company's securities." 

Parliament is in control throughout. 
MR. EVANS: We have no such powers, 
MR. O'DONNELL: Well, it is too bad. You can 


- ‘oe 
aesGt® off tow dhe SA Eten | faARAT ARS at zh ean 
Se ae Ok Sh nes ee to) eis 


‘ea an te abe 3 
; gets did pees oad sedeitecc6 ne 
sco & : 
Yawires\ Harpades day Bonk dea be rE dain ae oe 
fon 86 ‘diets tiisy Sf OY doe ved io 56 rh Soh 


128 od? 46 Gaked ond unde Batutuas Weal 


bsrié Jit? Roe E the dt Jame abate @ fi 
| - :Foidos df ab dRedted cealwag fant big 
3H od Aas odeelg ts Mofdtse ¢obal enV cat : 


bevistsrg 8 Ged fenotielt ASiBaasD aay ted} rovedami’ ddvab 

alist Sail YORE widsodd :5Hiiddd dethalled odd te¥0 HsaNRey 

[35k GS Ai oddANGH BUST oto SHY gene Monee Bhkad OF 
Sasted if Aerdbod Jed SVAN 2 itech imaNbaHd aie 

re som 

{bast Whi its WOLS8e bhee shi P eRERMNOUIB a . 
Lisillics Rt dohisesd sid 48 fsidiags sid AdEW" 

$3 Acdarhin Sut vd boots sed Hdissook ¥ns AddE bia’, ond " 

3 otitd et YAR yHeawod She ai sAaby Sire ayhWiish 

astshedd aes veltttesr stetodo She davesanes ait, 

wsietoijotg 45 Bs234 thoet yowitet Oo , asbbbinotks bats 

Apkiobesaiios sae 33. Jocgast Ad HOLPGRSESS yite 6 

fred tasaed veh Siete ttige Wott dosq¥es Sdondihi, ; i 

“teralig Se 40 sri Batake wrsvesssin add ctheadttns 

"pots tivaae 3}! tihesiod otk 4A oydet as ke ‘ost 

wdorsiioth) TSxinbo Ht AK Pheieb teat 

. Rishog dove oA aves Sw enya i 

ies boy “bed G63 ot Ft: spay -kinitiioa'. Th 


: 
: ; - 
' he ® a 5 
‘@ — age : 
a, btm mgeeed? PO 1 Tearenee 
‘Mis af = ea Sage —— tery 


) 
‘ 2 
“ay © ATE 


hale 


iene 


- 20764 - ' Mr. Norman, cr-ex 


go to parliament and get an Act that gives you the same 
power, 

THE CHAIRMAN: Anybody is free to go to parliament. 

MR. O'DONNELL: Yes, including the Canadian 
Fecific . 

MR. EVANS: We would have to get a statute to 
build a branch line ovey$ix miles in length. All my friend 
has to do is to put into his budget a provision, as he 
has argued, for the building of a branch line,and he gets 
his appropriation from parliament, he gets his location 
approved by Order in Council, and he can build a branch 
line. Now, we contend that that is a preferred position 
as it stands, and all I was objecting to was that he ought 
not to ask an accounting witness what are the legal 
consequences of Section 21 of the Canadian National Act. 

COMMISSIONER INNIS: Are you putting in an 
amendment on that question, Mr. Evans? 

MR. EVANS: No, sir. 

MR. O'DONNELL: Now, is it not six of one or 
half a dozen -- 

THE CHAIRMAN: I had this in mind -- addressing 
myself not to you, Mr. Evans, but to Mr. O'Donnell -- it 
is by the machinery of that Section 21 that you acquire 
all the lines you have. 

MR. O'DONNELL: No, not all, my lord, because 
you will remember the entrusting provision in Section 19. 
By my whole point about Section 21 is that, whether it be 
done in one way or done in another, in the final analysis -- 

THE CHAIRMAN: Give me an instance, perhaps, of 
some of the lines that you have acquired or built. 

MR. O'DONNELL: Well, take the last line built 
by the Canadian National, the Barraute line; there was a 


statute. We have got to go and get the statute, My 
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friend says, "Well, you Simply include the money in your 
capital budget." I say it is six of one and half a 
dozen of the other, because in the final analysis -- 

THE CHAIRMAN: What line did you say? 

MR. O'DONNELL: The Barraute, my lord, 

THE CHAIRMAN: Which is that? What province is 
it in? | 

MR. O'DONNELL: That is the last line that was 
Hesse; Lb is in Quebec, in the northern mining area. 

It is on one of those exhibits. 

THE CHAIRMAN: That is not one of these unremuner- 
ative lines that were forced on you? 

MR. O'DONNELL: Well, that line was built as a 
development line, and it is hoped that ultimately it will 
be of some value, but my whole point is that before we 
could build that line we had to go to parliament, and 
under Section 21 we have to get the expenditure approved. 
Now, that being the case, what danger is there? -- because 
parliament, after all, is in control, and our friends are 
free to go there and have their representations made, 
either through members or in the committee, and they have 
done it, and do it constantly. 

THE CHAIRMAN: How did you acquire the 
Temiscouata line, so I may have an instance? 

MR. O'DONNELL: Well, as I remember it -- and 
the Order in Council is available -- the Temiscouata line 
was acquired by the government and turned over to the 
Canadian National -- 

THE CHAIRMAN: Simply entrusted to you by 
Order in Council. 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: It has no particular statute? 

MR. O'DONNELL: No, that is a different type of 
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thing. My point is, the Suggestion that is contained in 
this C.P.R. submission as presented by Mr. Norman, on page 
15, which indicates, or the implications of it are, that 

it would be very dangerous to adopt Mr. Gordon's Submission, 
by reason of the fact that it might lead to unwarranted 
competition -- 

THE CHAIRMAN: Unwarranted competition in the 
acquisition or building of new lines. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: That is the kind. 

MR. O'DONNELL: The building particularly is 
what they refer to in that paragraph 114, and I say since 
that report in paragraph 114 the Canadian National-Canadian 
Pacific Act was put on the statute books, and the fears of 
my friends are not warranted. I further point to the 
Canadian National Railways Act, and my friend says he 
does not like the provision of Section el, that it provides 
Something that the Canadian Pacific has not got, but I 
point to the fact that it has been on the statute books 
Since 1919, and they have had plenty of time in the inter- 
val to have it amended if it were improper. And I say 
that under that Act, under that Section -- 

MR. EVANS: I did not say it was improper. 

MR. O'DONNELL: Well, youéomplain that it is 
unfair to your line. 

MR. EVANS: No. What I said was that they have 
an advantage under that Section as compared with the 
privately-owned company, and I rose primarily to suggest 
that it was a subject upon which Mr. Norman could hardly 
be expected to express an opinion. 

MR. O'DONNELL: I did not ask him anything about 
that aspect of it. But if there is an advantage, I say 


to my friend it is only there because parliament put it 
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there, and it was put there thirty years ago. 

THE CHAIRMAN: Well, you are answering by 
reference to these Statutes, the statement on page 15. 

MR. O'DONNELL: Yes, the inference. 

THE CHAIRMAN: To what extent has Mr, Norman's 
evidence to do with it? 

MR. O'DONNELL: Mr. Norman points to this main 
implication only; although he says it would be presumptuous 
for him to make a Suggestion, the interpretation I Say is 
none the less there, and I am Just trying to brush the 
Suggestion away. 

THE CHAIRMAN: Well, we will take a few minutes 
now. 


(Recess) 


MR. EVANS: I made reference just before the 
intermission to the Canadian Pacific's power to build 
branch lines, and I think I was a little too Sweeping in 
Lvs I want to be quite clear on Just what those powers 
are. 

THE CHAIRMAN: What are you reading from,Mr, 
Evans? 

MR. EVANS: I am looking now at the contract 
which is appended to the statute under which the Canadian 
Pacific was incorporated in 1881, and under paragraph 14 
of the contract, which is incorporated in the statute, 
the company shall have the right -- I am reading from 
the section -- from time to time to construct, equip, 
maintain and work branch lines of railway from any point 


or points along their main line. 


THE CHAIRMAN: That is the point that I 
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remember; it must extend from your main line. 

MR. EVNA:S Yes; and I do not want to be on the 
record as saying that we have no other powers than are 
given in the Railway Act. 

THE CHAIRMAN: If you wish to do any building 
which does not touch your main line, then you have to go 
to parliament for Special authority. 

MR. EVANS: That is rignt.s 

MR. O'DONNELL: I would point out that we have to 
do the same thing, so in that respect we are pretty much 
the same, We have to get the moneys approved for expendi- 
ture, 

Q. Now, Mr. Norman, will you please turn to page 16 
of your submission? 

A. Mr. O'Donnell, before leaving page 15, could 
I make a further statement with regard to my so-called 
inference? 

Q. Yes, certainly, 

As {I think that in Mr. Gordon's submission at page 
18387 he states that this money is to be drawn on from 
time to time to retire interest-bearing obligations in 
the hands of the public or for capital additions to the 
property. He does not say for extension of lines or 
building branch lines. Now, I have expressed the fear 
here, and my fear is that in time of distress -- which 
may come;you never can tell -- if you are in a position 
of having available moneys you can make additions to 
properties, but not necessarily lines; you might order 
new diesel engines, you might add astral domes to the 
tops of your cars, and all sorts of things, which the 
C.P.R. having to go out in the open markets for their 
capital would not havethe funds necessary to do, 


Q. That is what you have in mind? 
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A. That is what I have in mind. 

Q. Then what I point out to you by way of meeting 
that fear or dispelling that fear is that the Canadian 
National even though it had moneys would have to go to 
parliament with a budget and have the approval of the 
expenditure made before it could be done; now, are you 
aware of that? 

THE CHAIRMAN: Mr, O'Donnell, would that apply 
to all capital expenditures? 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: 411 capital expenditures? 

MR. O'DONNELL: Yes. If it is a railway line, 
Section 21 is there; if it is a capital expenditure, then 
there is Section 12 of the Canadian National-Canadian 
Pacific Act as amended by 1 Edward VIIL, Section 25, 
which reads in part -- I might read the whole thing: 

eee The annual budget of National Railways 

Shall be under the control of the Board of Directors. 

Estimates of the amounts required for income dericice; 

for interest on obligations outstanding in the hands 

of the public, for capital expenditures and for 
refunding or retirement of maturing securities shall 
be submitted by the Board of Directors to the 

Minister of Transport for the consideration and 

approval ordisapproval inwhole or in part of 

the Governor in Council andthereafter presented 

to Parliament. Income deficits shall not be 

funded. Amounts provided by Parliament to meet 

capital expenditures shall not be diverted to 

cover deficits in operation unlesswith the 

express authority of Parliament." 

Now, whatever it be, whether it be branchfines 


or astral domes or anything else, my submission, Mr. 
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Norman, is that there is no fear, inasmuch as the matter 
is wholly within the control of parliament, no expenditure 
can be made without the approval of parliament, and -- and 
we have told this Commission, your lordship will remember, 
that we have not asked to have those fetters taken off. 

THE CHAIRMAN: That is to Say, you are willing 
to take this $300 million fund Subject -- 

MR. O'DONNELL: ‘Treated just as the Acts which 
apply to us provide. In other words, we could not spend 
any portion of the $300 million underthat section of the 
Act which I have just read either for capital expenditure 
or retirement of securities or any other way without 
having had the budget approved by parliament. In those 
circumstances I cannot for the life of me see what the 
bear,18. 

THE WITNESS: Mr. O'Donnell, may I just go 
a little further? 

MR. O'DONNELL: Q. Yes. 

A. I admit that you have that control, but would not 
Parliament -- I do not know whether they would or they 
would not, but my fear is that Parliament still would be 
interested, whether you have got money, or whether you 
have not, 

Q. Don't you think Parliament would have the in- 
terests ofthe Canadian Pacific Railway in mind at that 
time, and don't you think also that those very energetic 
gentlemen from Windsor Street would be there to see 
to it that their memories were jJoggedand that they did 
have it expressly in mind? 

A. I would certainly hope so. 

Q. Well, we have no doubt, have we? And the further 
thing is, so far as that $300,000,000 fund is concerned, 


until we get the money in hand, the government is holding 
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it, and we have got to get it from the Government, 
haven't we? 

A. I understood they are going to put it on deposit. 

Q. Now, just a minute - - 

A. Aclmowledge an indebtedness - the same thing 
as taking it. 

Q. Let me refer you to Exhibit 245, where, on the 
face of the Balance Sheet it is shown, Government of 
Canada capital funds receivable from - it is merely a 
claim against the Government? 

A. That is right. 

Q. And therefore until paid the money is in the 
hands of the Government. It is a good claim, I agree 
with you. 

A. Isn't it rather technical? I notice you put it 
in your current assets. 

THE CHAIRMAN: That is to say, so far as this 
$300 million is concerned, suppose the Directors made 
up their minds tospend $15 million of it for certain 
capital purposes, they would then go and apply - - 

MR. O'DONNELL: They have got to get approval. 

THE CHAIRMAN: Instead of drawing upon it, as 
the language would seem to indicate, freely. Drawing 
upon it means going through all this procedure. 

MR. O'DONNELL: That is right, my lord, because, 
coupled with the submission, your lordship will remember 
the statement I made to the Commission, that we were 
not asking to have the restraints or fetters - fetters 
was the word I used - which are upon the C nadian 


National and its expenditures, removed in any way. 
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THE CHAIRMAN; Although this $300 million is 
Supposed to be a debt which the Government owes you for 
a certain amount of equity stock which you are going to 
gave 16. 

MR. O'DONNELL: And it would become part - - 

THE CHAIRMAN: You &O so far as to call it a 
commensurate amount. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: Have you any figure in mind there? 

MR. O'DINNELL: That is right, we say we will 
give them stock to the extent of the acknowledgment of the 
indebtedness, $300 million. 

THE CHAIRMAN: And, that being the case, you 
do not intend the Act to be worded so that you can draw - - 

MR. O'DONNELL: No, and we have not asked that, 
my lord, and I made the positive statement the other day 
that we had not asked for the withdrawal of any of those 

fetters, and I say those fetters were placed upon the 

Canadian National at the time when there was this 
terrific row between the privately-owned road and the 
nationally-owned road, and by reason of that competition 
which was so reckless on the part of both, and that 
those fetters were put on the Canadian National as a 
result of what had happened in the twenties, and we 
have not asked to have them taken off. We could not 
get any part of the $300,000,000 without having the 
approval of Parliament, we could not spend the money 
without the approval of Parliament, and surely, Parliament 
must , in the final analysis, be the judge of what is 
good orwhat is bad for all the railways. 

THE CHAIRMAN: The only benefit that you could 


make use of without consulting Parliament would be the 


use of the interest. 


7 al 


ay i not 


-« $789 emo5od biveN 92 Ba a sLieMibee O cate 


it woqu boosia stew siete? saodd yes t bas se tat is? 


iJ J a? net ) 3 Sno Is ‘{snottsy aatboris> 7 
eda "bas ‘bor beiiws-ylateviu@ sad maewdod wok cise 4 
notétisades ed} Io nobéer- ed Bae. beat ‘benwo-iL Terossen ‘ 
teed ; 7 4 te: Fang Re BT saatstoon on “gew donew 
aK fs 1oFd ¥ 12 f pewe 9 ot “no. 280 “ot ow pe ost oder 
bic: .< ‘sans, std ‘at bensqua bat teriw Fo ‘Fiuees 7 
Sor bi és eM a ° 4 isd ctor evar o3 ‘Povtes ton oved Pf 


SAd dette a duct Fy w (000,06 et 688 aad 40 ixaq a8 tee 


bivon 


Sag 


‘aot tlt én 2 O0e# Aen Se a 


Ad o7 "aq ion ‘18 ‘woe “do Edw ood a ipo. a Fon” pieeeaene 


pay radiamiioa 6 i | . 
nim mt ox03¥9 yne woe evel 1 WAMATAHS at } | 


ahh ‘ Satine? Reena per fe 
Devise Jon even aw bas shat vaca ie 


vento of? toémstata vid ie 800 ‘odd Sbe vat’ I bné brol, yar” 


Keron “Sdd omege Jos bistoa tM <2igaied Ee Ao, Teveroas 
4: Bae fonna ‘brie a 1S sine! Prat t0 ‘Favonage od? duotitt@ 


hg pee 
.: tr rs 4a, Tare ai se: salen 
‘voy e2wo Saat sO erfd doide 3 eee Bad Of Ba aa ; 


of 
Bye Pep. 94 


sve + Oe “ a pe 


| Fads nig 


A % . 2) 


$f ifn6 "ad TRI o8 ‘da “tot *  MAMATANS eET 


. Sadia st se AA ‘aon 


aw vce. aw , digit’ et fed! :deMerae: . a 
Fnsmabstwouibe odd Io Sassee Sat OF dle 203 fa pend ev.ty 


moRL itm ook agen nbeadebat 


eked edt gubed dadd (BHA SMAMATAHO: att . 


nas voy tadd o8 Bbebtow ed o¢ $04 end busdat gon ob . 


en : 


Ley i se » + hee oot y Sid. 


46 vod to Faweabed in sud 40% Betas ton bed sv dadd 


wey Oe dick Fico bey Bs Peed Ss 


detiw ‘Lo ‘eubut odd 54 | ai ahi ane fentt oat ate Wie bs 
/ayewrten odd The ot bed jake be + 


+ 
OY fsa ; ae cind. dT 


ad bis ion +h yr aide éa}d taeee 


- 207, >. = Mr.Norman, cr.ex. 


MR. O'DONNELL: Well, there again we would have 
to get interest from the Sovernment; but we could not 
use the interest even -- 

THE CHAIRMAN: It is intended here that you 
could get it, because they owe it to you. 

MR. O'DONNELL: That is right, but we could not 
use it again without having the capital expenditure ap- 
proved. 

THE CHAIRMAN: If it is for capital expenditure. 

MR. O'DONNELL: Or for retirement of debt. 

We have got to have our budget checked by Parliament. 
There is a most complete fettering of the activities of 
the Canadian National on the Statute books, as they 
stand today. 

THE CHAIRMAN: Would you please, then, tell me 
for what purposes might you use this $9,000,000, without 
getting any authority for it? 

MR. O'DONNELL: Well, this obligation, it is 
clearly said what it is to be for. 

THE CHAIRMAN: What does it say? 

MR. O'DONNELL: It is clearly said that it is 
to be for the retirement of interest-bearing debt obli- 
gations in the hands of the public, or for capital additions 
to the property. 

THE CHAIRMAN: That is the $300,000,000? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: But in the meantime they pay you 
interest on it. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: On the unexpended remnant from 
time to time. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: Then in your expenditure of this 
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interest are you restricted in any way? 

MR. O'DONNELL: We are restricted with respect 
to anything that falls within the provisions of that section 
of the Canadian National-Canadian Pacific Act that I have 
Just read, and that is pretty broad. We have to make 
estimates of the amount required for income deficits, 
for interest on obligations outstanding in th= hands of 
the public, or for Capital expenditure or refunding or 
retiring maturing Securities, and we have also to get 
approval --- 

THE CHAIRMAN: That is all capital? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: But there are other monies that 
you expend --- 

MR. O'DONNELL: I suppose we could take the 
monies into our till for operating expenses. 


THE CHAIRMAN: There are monies you expend every 


day. 

MR. O"DONNELL: Right; from current revenues, 
yes. 

THE CHAIRMAN: Would this $9,000,000 go into 
that? 


MR. O'DONNELL: I assume it would fall into 
the treasury, yes, to that extent, but I would just like 
to make this point, which possibly I did not make pre- 
viously, and I think this is the crux of the whole thing: 
These submissions that have been placed before the Com- 
mission, I respectfully submit, and will orgue later, 
blur what is really the proposal; they draw the main 
issue into a side alley, and try to leave it there. Now, 
what Mr. Gordon's proposal is is this -- and there are 
two parties involved in it, and the parties have been re- 


ferred to this Commission for a dicsussion of the 
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problems, and for this Commission's recommendation as 

to its settlement. The problem is simply this: The 
Canadian National Railway Baer government of Canada 
when it incorporated this railrad placed on it an 
unwarranted and unjustified burden of capital debt, and 
the Canadian National Railways as the recinient of the 
obligation says it hosobjected through the years to 

that debt, it hss never had an Opportunity of discussing 
a settlement of it in any satisfactory way, and it has 
never in fact been adjusted, and the adjustment has been 
postponed and the discussion of the adjustment has been 
postponed. I said a moment ago the effect, as I view it, 
of the reference to this Commission is very clear, and 
that is, it shall review the capital structure of the 
Canadian National Railway Company and report on the 
advisobility or otherwise of establishing and maintaining 
the fixed charges of that Company on a basis comparable 
to the other railways in North Americas. Now, this is 
ene first. real Opportunity when any tribunal has had 

the duty of looking into the merits of that Suggestion 

of the Canadian National Railway end determining whether 
it is right or wrong. 

Now, Mr. Gordon says, as the creditor of the 
claim against the Government - he says and the railway 
Say - "We have a claim of $1,533 million which is 
excessive capital burden and fixed interest debt which 
Should be settled. It has been hanging there too long." 
Now, he further goes on to say - I am paraphrasing it, 
or putting it as I see it -"it is very difficult at this 
Stage to analyze exactly mathematically and accurately 
what that claim should be settled for, I have looked into 


the thing with my officers and my Board , and we are 
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of the view that the whole thing could be settled and 
could be settled On &@ compromise basis, which would 
involve a payment so to speak of $1,060 million." 

Now, the next thing is, how should the $1,060 million 
be paid? That is the whole thing. Mr. Gordon's proposal 
for the payment is, he says, "We will settle it on this 
basis, that you will exchange $760 million of interest- 
bearing obligations, promisscry notes of the C nadian National 
Railway, which you have in your hands, at the present time, 
Surrender those notes to the Canadian National Reilways, 
they will issue to you stock of a commensurate amount, 
and further give us another note of yours, $300 million 
and we will call it a deal and settle 1t, and this 
contentious matter which has been there for years will 
be settled." 

THE CHAIRMAN: Do you say issue more stock? 

MR. O'DONNELL: Yes, we will issue them some 
more stock. We say, "Here, we cannot possibly, on 
the record, pay this interst. It is unwarranted, it is 
unfair. Everybody who has looked into it has so said." 
That is our version, and in the circumstances it should 
be settled, and we say that the amount is $1,544 million, 
which we will compromise, using the best judgment of 
officers versed in the operating figures and in the 
experience which that railway has had to .operate under. 
We say, "If you will surrender the goods of ours against 
that’ - it is all part of the proposal - "and give us 
another note of yours, which we will be entitled to ask 
you to pay us sometime at your convenience and at our 
need, and in the meantime you will pay us interest 


On your note, $300 million at 3% until we get the money," 


but even if and when we get the money, as I say, all those 
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Safe guards against its expenditure which would so disrupt 
the operations of the other major road, on their pretention, 
are dispelled, in my view, because Parliament is in 
control of that matter from beginning to end , and it is 
only if Parliament wishes that harm should come that harm 
could come, and no one wants harm to come. 

THE CHAIRMAN: Are you not asking, in effect - 
I am not saying you are not entitled to ask it, but so 
that we may grasp the situation better - are you not 
asking that the whole ‘intention of the Canadian National 
Railway System should be changed? Apparently the Acts 
of Parliament are there to carry all these burdens - a 
whole lot of railways, some bankrupt and some unremunerative. 
at the best. You were to be given the task of operating 
and running them. You are not expected to make them earn 
Surpluses, I would say. Now you want all that radically 
changed, and henceforth you want your Company to be in 
the position where it is to run just about the same as 
a private company would run. 

MR. O'DONNELL: Where at least 1t can hold 
its head up and get credit for the good job it does, and 
not have the sneer of the deficit each year thrown at it. 

THE CHAIRMAN: If one looks at the Statutory 
intention of your Company, I do not think anyone need 
hang his head in shame. It is intended that you should 
carry these burdens, and you have carried them. 

MR. O'DONNELL: Mr. Norman said there are too 
few people who understand - - 

THE CHAIRMAN: I do not think there ought to 
be any feeling of that sort. 

MR. O'DONNELL: That may be, but, as Mr. Norman 


said, people do not really know these things. I was 
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explaining to him, it was all in the open, there was 
nothing hidden. 

THE CHAIRMAN: That is why I am mentioning it 
now. Now, you say for the future you would like your 
Company's position to be radically changed. 

MR. O'DONNELL: No. What we are Saying, my lord, 
is this - - 

THE CHAIRMAN: And instead of being this bearer 
of burdens it should henceforth be in the position of a 
company which is intended to Operate and make money. 

That is right, is it not? 

MR. O'DONNELL: Well, not quite in that way, 
but in some part, yes. What we are Saying is this,sir: 
We are saying that we were incorporated and these things 
were imposed on us. 

THE CHAIRMAN: Well, imposed by Parliament. 

MR. O'DONNELL: That is right, that is correct; 
but that they should have been - - 

THE CHAIRMAN: The some Parliament which 
incorporated you passed these other Statutes which you 
Say impose things on you; but that was the scheme. 

MR. O'DONNELL: That may be, but on the other 
hand throughout the years we have protested against 
that, and we have said it was unfair, unjustified, 
and should be adjusted. Now, the other party to this - - 

THE CHAIRMAN: That is to say, throughout the 
years you have been wanting to change your position. 

MR. O'DONNELL: Wanting to get it on a proper 
basis; and we suggest that to be relieved of these 
fixed charge burdens and other things which have been 
thrown at us so to speak, andunder which we have 


Struggled along for years, at this time. We say here 
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is the position, and we Say our position is out of line 
with that of every othermajor railroad in the country 
and on the continent, and so On, and we say it should 
be adjusted, and we Propose a scheme whereby it can be 
adjusted, and it is a relatively simple one, 
THE CHAIRMAN: A gcheme which wouldput your 
company on a new basis for the future, 
MR. O'DONNELL: Well, it certainly would, as far 
as that is concerned, and we say it should bem a new basis. 
COMMISSIONER ANGUS: The diffaculty seems to be 
this, Mp. O'Donnell, that you have begun by Saying that the 
burden is excessive if it consists of fixed charges which 
must be paid, and it seems to me you have assumed that it is 
also excessive if it consists of an abligation to earn 
Something on equity capital. Now, those are two different 
propositions, and if your position is to be made comparable 
to that of other companies, isn't it a matter notso much of 
cancelling fixed charges and leaving nothing, as of removing 
fixed charges as such and leaving over some obligation to 
earn some return on equitystock? I will put it a littie 
differently: the equity stock of the Canadian Pacific Railway 
is equity stock the interest payments on which are fixed as 
a requirement in fixing freight rates. The equity stock 
of the Canadian National Railways, as I understand oh ie e 
expected to remain an equity stock the return on which is 
not treated as a requirement in fixing freight rates and may 
even, aS we have seen from some of the cross-examinations, 
be looked on as something of an abuse if it exists at all. 
MR. O'DONNELL: Well, on the proposal that we have 
put forward, we say it is a conservative, modest one, and it 


has been suggested, I think even by you, Dr. Angus, that 


possibly we did not go far enough. On the other hand, we 
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put it as we see it on 4a conservative basis. We have 
not asked that the yardstick be changed; in other words, 
the C.P.R. is to be allowed to have what it needs -- we 
have not said they should not -- we say that if youadjust 
our set-up as is proposed on the Judgment of I say the 
best qualified persons withthefullest detailed knowledge 
of the situation, to bring a considered judgment to the 
matter, we can hope to break about even. Now, doing 
that~, how arewe any menace to the Canadian Pacific Railway 
Company? We are no menace, in our respectful view, and 
we simply say that if you do what we ask you to do, you 
adjust us so that we are not obliged year in and year out 
to report, after a very excellent year's operating results, 
a deficit because of the fact that this heavy overcharge 
has been there since the inceptionof the company. That 
is all we are saying. 

COMMISSIONER ANGUS: When you say, put things 
on a conservative basis, does that mean that you put the 
fixed charges as high as any that you expect to be able 
to meet? Is there not a danger of putting them too 
high? 

MR. O'DONNELL: Mr. Cooper's evidence, I think, 
explains the situation there, Their appraisal of the 
thing was that on the earnings which this road could hope 
to have through the years the adjustment which is proposed 
is fair and reasonable, and will have the results which I 


have indicated and which he has testified to. 


COMMISSIONER ANGUS: I asked you that question 
because, would not a commercial enterprise say that it had 
put its fixed charges on a conservative basis if it had 


put them so low that it felt quite certain it could always 


pay them? 
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MR. O'DONNELL: Well, there would not be any 
harm in doing that, Dr, Angus, because I think -.~ 

COMMISSIONER ANGUS: Is "conservative" being 
used in two opposite senses? 

MR. O'DONNELL; I do not think so. I think 
the C.P.R. likes to keep its fixed charges as low as possible, 
and they do that so that if they happen to have a bad year 
the burden there is lighter than it would otherwise be. 
Now, the C.P.R's position, even if we both hit the same 
Stormy weather as far as the transportation is concerned in 
any given year, is not in the Same position as we are, 

We, with this fixed charge there, are obliged to report 
a deficit, but the 0.P.R. is not; all the C.P.R. does is 
not declare a dividend, and not declaring a dividend is 
far less of a stigma in the view of the officers of our 
road than having to report a deficit. That is one of 
the considerations, 

COMMISSIONER ANGUS: I quite agree with you on 
that, but is declaring a dividend as much a duty for you as 
it is for the C.P.R.? 

MR. O'DONNELL; Well, earning a dividend is, 
if we can earn. But we have not asked for a change in 
the yardstick, What they get, what gives them what they 
need, we say we can carry on with, without being a menace 
to them, because we sey that it will just allow us on this 
adjustment to break about even and in some years maybe to 
have a little, but in other years have a deficit. We do 
not anticipate any of these huge surpluses which, in my 
respectful view, are being drawn across the scenery here 
for the purpose of diverting the attention from the problem 
which really is the one that has to be faced, and that is 


the adjustment of the capital structure. 


MR. EVANS: I do not know why my friend wants to 
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ascribe that kind of motive to me, I would not have thought 
he would, There is no attempt to draw a red herring 
across the trail, I think when we come to challenging 
motives, perhaps my friend, Ought to avoid that, because 

f tink that if anybody has made his motives quite clear 

I have, and if I have not I hope somebody on the Commission 
will ask me questions designed to bring out what those 
motives are, 

MR. O'DONNELL: Then I am quite willing to say 
that. My friend never has motives that are not proper ones, 
that is true, but my friend in effect with a proposal comes 
with something which in my interpretation of it has that 
effect; it diverts attention from the real problem, and the 
end result is the same, I know Mr, Evans never has 
motives that are not the most upright and worthy in every 
respect, but that these proposals or submissions may have 
the effect that I have indicated I think is true -- on my 
assessment of them, anyway. 

COMMISSIONER INNIS: Q. Would you be content 


with the position that was set forth in the original sub- 


mission? 
A, Would I be -. 
ae I mean, let us wipe out the proposal put forward 


by the President. 
A. The original submission -- 
MR. O!DONNELL: That is, cencerning surplus 
earnings? 
COMMISSIONER INNIS: Concerning the whole 
System of accounting. 
MR. EVANS: Wouldn't that be a question you 
Should ask me, or the company? 
COMMISSIONER INNIS: Well, I would rather ask you, 


if I may. 


i: a > a M eae) Po rT ; 
dawort ovat sont siuoy T . of wae 10 nal ands odteban 
og™" 


snaitted Bet e van. oa coer on ‘a Srent ‘ bivow od 


' 


J A * ' . a a : r ‘ fee Ered | 
} fario of ono hd ttedv miCENGe .tkead ots seotds 
i rx E- , r £ : Lo). 5 S, nS, fin <Ft Phas So 
4 , ged? Bblove oe abe fie ee eqadeg avitom 
‘ wi - sd we m = + 


a nals itivy esevison etd shar’ ert ¥Bot | rie Be sadt nbd ‘+ t 


, EZ Ue nese ets . my ‘ a 
‘ 4 n P . 7 ‘ » 
om bow az i on ~* ~~ P White 4 
sie nm.) edt ao yhodemos ego I fon event Itt bas Javad ] 
5 . - 
“ y rn : rg 2 ao - ae Pal * a 7 
} A . : % Le ee Seis tl 1Ps3 % ga r v% ns bs Pe > 
% , | - {+ - < , r ed rR re* ms . TT.  +e4 = 
‘ iw tuo gatsd of Dannie inolveevup om tes Iitw 
x 
ft RBs soe 
ata Foy > tam 
eweat VU VYaAV OG 
: i a , : : a ee ‘ 
v2 ze F317 Fs . fo ? af £3, + 
. T - ? ? Ty Ti “70 
ay ' PLD Te f st @ beh : Ay vA 0 Pee 
‘ 1 z 
° i ‘ : Ma "ey aah “aby 
‘ ra Ta he 7 
‘ & a i 3 "t 1 set Di ee I I . ai fal 
’ 
ms RAY ps akite . 
i - *" + ’ + ’ , A 
footie at haetat ym dud ,ovntd Q 
: geo ea: me i 
~ 4 % 
tofva <e3n! at dotdw antditenos Aviv 
2; 3 
ty ue 4 , Coe ae H 
: ak ‘+ ita i 4+er anew r s , ‘ + = 
¢ = rt ] CU ioOVAS J 4 U0 4 
ait : : 
2 . ‘ r . 
4 > 
i , 4, me sav e _ Li 1H DO 
use Man ge 1) 14s r 6; ii h 
, Ft = « ~oo © 
A [ i re “4 { . } 44 f H av BO¥ | Jom 
’ 
» ae 
wees. ; 7an rua 64a 29% 
! : “ 4 
sin? i . 
ut 4 NI Vc : eng 
‘ a . 
‘ : ~ Sow eae + 
+ wis oe t 7oD 
f t. fo ak 
Cie tg come ! 
rer > rD 
| r vi) / fe ) 
: 
é x 4 va ' ; ¥ 
_ + 4 eo 
: ; ats OL s : E ft ii ¥ 
ee - a 
es 
BW he 
os ‘ 
- Pili ef ° 
ee . oe , 
, Pathe ; Lina 
‘ ¥ ‘ ' B mash [ . ) 
. Tee 
Fak Fe 
- rep. sett 18 fe vo 
s 
3 ; ¥ * i 
A at vai 
SB LiL BMLANTIO Of i 
. ; te Loerie 7 i aes 
rr i Win“ , +t “\ ‘ 
« , a ed : AO) . Li's 
‘ 
: 


«bos os ; % de he : om es 
ie if am, wf Nr ce " - ? ? Stas 3 a enies ee 


wee 


| “- Riiimroeomeo. se1MiI ATMO TéeINiOO 
: aH “ivoooe To nese ye 


a cee a are 


ant «0 in tee puede 
af Tete ba : 


ees bee 
9 Yom 1 te 


ian 


ND 


- 20783 - Mr, Norman, cr-ex 


MR. EVANS: May I put it this way: Our brief 
was originally to the same effect, that we had no objection 
to a recapitalization so long as we had some assurance that 
we would have protection, I would be glad to read that 
section of the brief now. Our position is exactly the 
same, The only difference between what their original 
Canadian National proposal was and Mr. Gordon's statement 
is that they have now made clear what kind of recapitalization 
proposals they had in mind, although that was by no means 
clear in the brief, 

COMMISSIONER INNIS: You regard them as all of 
one piece? 

MR. EVANS: Well, I must say, to be perfectly 
frank, that I thought Mr. Gordon's statement went far beyond 
the implications of the original presentation. 

COMMISSIONER INNIS: That is what I had thought, 

MR, EVANS: I do not think there is any doubt 
about that. 

MR. O'DONNELL: In your mind. 

MR. EVANS: I am saying, I must say that is my 
view. 

MR. O'DONNELL: You are suspicious, and you should 
not have been. 

MR, EVANS; Perhaps my friend is wrong when he 
thinks I am merely suspicious, but I do say this, that our 
position in our original brief based on the original pre- 
sentation of the Canadian National was as set out in page 109 
of Part I of our brief, and that, in order to bring it back 
to the attention of the Commission, is contained in 
paragraphs 54 and 55. I need not read all of this, but 
the concluding sentence of paragraph 54 says: 

"Nevertheless Canadian Pacific would be 


deeply concerned in any reduction in the fixed 
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charges of Canadian National unless the principle 
is recognized that Canadian National should be 
permitted to earn a reasonable return on a reasonable 
level of railway property investment." 
Now, the concluding sentence of the next paragraph also 
illustrates it: 

"A reduction in the amount of the fixed 

charges of Canadian National, unaccompanied by 
Some statutory assurance that its permissible 
carning power as a railway would not thereby be 
reduced, would offer a serious threat to the 
ability of Canadian Pacific to continue to 
function as a privately-owned railway system," 

Now, I think the answer must be that our position 
Originally, even on what we thought were the implications of 
the Canadian National's proposal in its original brief, was 
that we should have some assurance of that kind, and it is 
perhaps fair to say that what has happened since has perhaps 
pointed up a little more specifically the problem that we 
Saw in the original presentation, 

COMMISSIONER INNIS: You would be happier with 
adherence to the original Submission, but perhaps not 
content? 

MR. EVANS: Well, happier in this sense, Dr. 
Innis, happier in that we did not think that the original 
Submission would carry them quite as far: but we still have 
that problem, and I would still be arguing to this Commission 
that this relief or protection be provided. 

COMMISSIONER ANGUS: Mr, O'Donnell, when you say 
that the Canadian National Railway is not asking to be made 
& yardstick, do you mean that you think that is a question 
that should be left to the free and unfettered discretion 


of the Board of Transport Commissioners, or do you mean that 
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it would be quite wrong to think of it -- 

MR. O'DONNELL: Well, my offhand reaction to 
that is that there is no reason for not having faith in 
the Board of Transport Commissioners, so far as seeing to 
it that all railways in Canada get a fair deal, and the 
shippers as well get a fair deal. That is our view, and 
we have not asked for any change in the Act accordingly. 

COMMISSIONER ANGUS: You are not asking to be 
made a yardstick; do you also say you are not expecting to 
be made a yardstick? 

MR. O'DONNELL; Well, not expecting to be made 
a yardstick ne I have no expectations whatsoever; that is 
correct. On the other hand, if the Board of Transport 
Commissioners felt that there should be some other way 
of adjusting rates then the present one, under the 
Statute as it stands at the present time they have the 
right to do so. But we have said that the Canadian 
Pacific Railway should be kept in such a position that it 
can conduct its railway operations in an efficient manner ; 
we have not said anything else, We say that competition 
is good, and that it is right that these two roads should 
be operating side by side, that it is healthy, and we have 
not for a moment suggested that they should not get what 
they are entitled to. The question of what they are en- 
titled to is for the Board to determine, and we have not 
gone into that aspect of it. All we are trying to do 
here is to do a little adjusting in our own internal 
housekeeping -- that is all it amounts to -- and that 
we should be deprived of that right does not seem right 
to me, on the basis of fears which we say -- although we 
do not think it has any particular play in whether we 
are entitled to an adjustment or not here. We are 


entitled to what is right in our case, but we say the fears 
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are unfounded, That is our position, 
Now, with respect to the original submission, 
I would like to draw the attention of the Commission to 
this, that the original Submission, the Commission will 
remember, did promise something more to come, and par- 
ticularly on page 72, under the heading "Summary", if the 
Commission would be good enough just to look at that, 
the Commission will see that the complete submission was 
not put there. We were studying a very difficult 
Situation and very difficult and intricate problems, and 
we said so soon as we have those studies we will come along 
with the balance of the thing. At page 72 it reads , 
under the heading "Summary": 
"From the foregoing it will be apparent 
that further data will be offered at the hearings 
to show that the financial burden carried by 
the Canadian National as a result of the losses 
attendant upon the operation of these lines in 
the public interest is enormous and entirely 
beyond the earning power of the balance of the 
property. The burden can be likened to and 
for all practical purposes constitutes a 
constant or fixed charge additional to that 
created by the bonded indebtedness, 
"Tt is the opinion of the Management that 
the absorption in operating expenses of the cost 
of these non-paying public services should be 
recognized and action taken to relieve the 
Canadian National of the burden created by them, 
Studies to this end are being conducted and 
will be elaborated upon at the hearings," 
Now, we only were able to deal with part of the problem 


at that time, by reason of the lack of information which 
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we needed, 


COMMISSIONER ANGUS: You claim something entirely 
beyond your earning power, and yet do not tell us what your 
earning power ought to be, 

MR. O'DONNELL; Well, we have told you what we 
expect, Dr. Angus, I think. We have told you what we 
expect we will receive, and we have produced exhibits. 

We have applied it to the 1949 results. You will remember 
Exhibit 246, Mr, Cooper's exhibit, where he shows the net 
income results for the year 1949, giving effect to these 
changes that he Suggests, and he shows there we would 

have ended up with a surplus of $13,698,000, which is 

less, you will remember, than Mr, Northey Jones said he 
thought was something that might fairly be retained fe 

far less, 

COMMISSIONER INNIS: Do you regard Mr. Gordon's 
presentation as a study? 

MR. O'DONNELL; Well, he refers to the studies 
that have been made by the other officers. The whole thing 
is done piecemeal, He says, "I will have the senior 
officers who support these statements here available to 
give the information in the evidence." He did not have 
2G Un Oetvetl. But the whole thing is wrapped into one. 

COMMISSIONER INNIS: I was trying to find out 
whether the Canadian National had any specific position or 
Specific views prior to the coming of Mr, Gordon into the 
picture, Is there any sort of solid basis on which one 
can see through the whole position? 

MR. O'DONNELL: Well, I think, Dr. Innis, 
that this submission which was filed in October, 1949, was 
before Mr. Gordon's coming, and the balance of the study 


and the over-all end result and the final judgment was made 
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by Mr. Gordon when he got there, because there had been 
@ change in the personnel of the management at that time. 
But the whole thing was a running proposition and was in 
continuous study right through until it was finalized and 
submitted to the Commission, | 
COMMISSIONER INNIS: One does not feel very 
happy about having recommendations brought in by someone 
who was not familiar with the System, who comes in and 
proposes a result after say two or three months. One 
would feel much more certain about something which was 
developed after a longer time. 
MR. O'DONNELL: Well, I would agree with that, 
Phe nike, \- if Mr. Gordon were all alone here and had 
just had two or three months! experience, but that is not 
the situation, The situation is, we have Mr, Fairweather 
and Mr. Cooper, who have been with the company for thirty 
or forty years, I suppose, and with predecessor companies, 
and the board of directors has been there for quite a 
long term of office, and all the other personnel who 
make the detailed studies which are collected together 
and screened, so to speak, by these top officers, who in 
turn report to the President, and he puts it to the Board, 
That is the way the thing has been done. It is not just 
the result of a study of a month or two, but it is as a 
result of the prior experience that these gentlemen 
have, I think we can assume that it is the combined 
result of the best judgment of the officers of the 
company , who have been with it for years and years and 
who know the system inside out, and it is their con- 
Sidered view which was submitted ultimately to top 
management and then to the Board, and was approved in 


toto by the Board. 
MR. EVANS: Perhaps I should have made a 
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further reply to Dr, Innis oh the difference between the 
original position and what I see in the new. Our 
original outline brief was made when we were in possession 
only of the Order in Council appointing the Commission, 
which indicated that it was one of the functions of the 
Commission to review the Capital structure, but we also 
had this in mind, that the officers of the Canadian Natiaal 
in earlier proceedings before the House Committee and 
other places had discussed recapitalization in terms of 
income bonds, and I think that in that sense the impli- 
cations which we drew from what might emerge as a 
proposal to the Canadian National related to what we 
then thought were their proposals; and to that extent 
these new proposals came as a very definite surprise to 
us, 

MR. O'DONNELL: Well, that may be, but that, 
as Mr. Cooper Said, may be the result possibly of a 
little new light on the matter, And, furthermore, I 
would say this: a lot of water has gone over the dam 
Since the time referred to by my friend and when the 
proposals were discussed previously, and my impression 
is that they did not even then meet with the approval of 
the Canadian Pacific Railway Company, and through the 
years no proposal that in any way tended to relieve 
without very complete hedging about was ever expected to 
meet with the approval of the Canadian Pacific. 

THE CHAIRMAN: Where were these proposals 
made? 

MR. O'DONNELL; I think the proposal my 
friend refers to is a suggestion which was made in the 


Railway Committee of the House of Commons some time during 


the war -= 1946, 
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MR. CARSON: It is referred to in Mr, Norman's 


Statement. 


MR. O'DONNELL: That is right. 
MR. CARSON: At page 19. 


(Page 20795 follows) 
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MR. O'DONNELL: Yes. It is May 14, 1946, 

That proposal, my lord and members of the commission, 
purported to deal only with a situation which then existed and 
it was merely part of a problem; but this is a lerger 
problem and this is a submission that tends to settle 
the whole thing at that time. 

THE CHAIRMAN: At page 19 I see the following: 

" Even so, there may be some merit in the C.N.R. 

request that the total fixed charges be reduced in 

order to provide greater flexibility and to avoid 
deficits in periods of reduced traffic. In my 

Opinion this might well be accomplished by convert- 

ing the indebtedness to the government, which arose 

through the repatriation of British securities, 

to income bonds. This was proposed by Mr. Vaughan on 

behalf of the Canadian National before the House 

Committee on Railways and Shipping on May 14, 1946..." 
That is the proposal you mean? 

MR. O'DONNELL: It is Mr. Evans who referred to it. I 
think that is the one he means. 

MR. EVANS: Yes. 

THE CHAIRMAN: Have you not just told us, Mp. O'Donnell 

that the C.P.R. opposes everything? 

MR. O'DONNELL: My impression is thst even that did not 

meet with their approval 


THE CHAIRMAN: Is that so, Mr. Evans? 
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MR. EVANS: I know of no opposition but I cannot say 
there was none. I know of none. I will find out. 

MR. O'DONNELL: My impression is that there was some 
because, it did not get much further than being put 
forward. 

MR. EVANS: I think my friend is a little bit unfair when 
he suggests that we oppose everything. 

MR. O'DONNELL: I will restrict it to this last thing. 

I do not think that last suggestion met with your approval 
and you say that you do not know there is no opposition to 
it, so we will leave it at that. It does not matter to me 
anyway. All I say is that as of May 14,-1946. Possibly :. 
my friend would like to settle on that basis today. But 
that day is gone, in my respectful submission, and the prob- 
lem on the larger scale has to be dealt with; because 

at that time,by reason of the fact that there were in the 
hands of the government these repatriated securities -- 

THE CHAIRMAN: I must interrupt you, Mr. O'Donnell. 

We must adjourn a few minutes earlier than usual teday, 
so we will adjourn right away . 
MR. O'DONNELL : That is fine. 


--The commission adjourned at 12.55 p.m. to meet again 
at 2.45 p.m. 


(Page 20800 follows) 
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Ottawa, Ontario, 


Wednesday, April 26, 1950 


AFTERNOON SESSION 
HENRY GORDON NORMAN, recalled 


CROSS EXAMINATION BY MR. O'DONNELL (Cont'd) 

Q. Mr. Norman, just before turning to another part 
of your submission I would like to read this brief extract 
from the Order in Council setting up this Royal Commission -- 
it is P. C. 6033; and under 2(c), the Commissioners should 
in particular 

“Review the capital structure of the Canadian 

National Railway Company and report on the 

advisability, (or otherwise) of establishing 

and maintaining the fixed charges of that 

Company on a basis comparable to other major 

railways in North America." 

With that in mind, Mr. Norman, will you please turn to 
page 16 of your submission. At the bottom of page 16, 
referring to those paragraphs numbered 1, 2, 3 and 4, 
over onto the next page, I take it that those are things, 
or relate to things, which you suggest or which you think 
you would want to have information about if you were 
considering this proposal of the Canadian National Rail- 
ways? 

a That is correct. 

Q. And I think we could agree that in order to 
proceed to get that type of information, some of it at 
least, it would require a considerable amount of delay, 
and it would require a considerable amount of study? 


: Yes, sir. 


ae And with respect to some part of it at least, 
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the closing part of the paragraph numbered one, the 
information regarding that part of the operation of the 
railroad system which would be distinguished from the 
portion which was being operated for national purposes -- 
that amounts to a segregation of that part of the thing? 

A, That is correct. 

Q. And in the light of the fact that the Government 
has expressed itself as being against the segregation of 
such operations, would that still in your view be a 
practical way of doing this thing or attempting to do it? 

As I think it would be a practical way for the 
purpose of making a suggestion as to what ought to be done. 

Q. Notwithstanding the fact that evidently it is 
contrary to past Government policy, as I think you heard 
Mr. Fairweather say the other day, that in the case of 
the Newfoundland Railway that very thing had been suggested 
to the Government? 

A. I have known government policies change. 

Q. Oh, yes, but at the present time, as it is, your 
understanding is that it is against Government policy? 

hie Correct. 

Q. Now, with respect also to the fact that the 
Canadian National must be operated as a system, and the 
good and bad parts of it are all in together, do you see 
any real object in engaging upon such lengthy and detailed 
study as you suggest here? 

A. Well, my feeling is, unless you do engage on 
these particular studies, it is a very difficult thing to 
valuate what is the earning power. 

Q. Do you suggest that the valuation of the earning 
power as at this time has not been made by people who are 


very close to the operation? 


As far as the future is concerned? 


4 


tat ule 


at “ho due cae 


; ¥ ~~ + ~~ - s , - 
a eM PR Pe : age Rh a Bd as Pree ee Susy Acts nelecstint 


ty ’ - Tt. , A A / 
Say moTy bedatugnieesh od iow stolipw eazeya Seoulics 


uns, Acca a 83 


nee tOLJ ey SO Reseiogo Batted gow Aolde aotitog 


BS ral: seit 


tacit 


iayie 


rf ' 4 fe Ly fen ee F A — bi 
bane AON, Ae adel FS Pom , BROS stem Some 
‘1 +, . rant “ 
Sm A A . ‘ tr 4 “ >, Pe te 
ms aun ~ = pelt pc oa, oe rare Lig RST CON rw - See ra Daal SSE 
° <a . es . i 
7 d 5 » m0 re. mls : 
‘ : ee te : : f eee ee 1 ehegiiat » _ 
14 
a , 
le te ¥ ‘ YH, ‘ ‘ 
‘. ? , Aa 3 Be ee ON i . sorte G fevrwyre 
SE: dd . fa my wy : ROT TR 
¥ vite > 
f ‘wedi A a + 1 = ey Ta. 4 
, « zi cs 
v <1 ! rane ’ ie , ! i - a Se bibs J . . 
@ Gfgl 
7 . s “A ae" es & WwW TLE ; © 7 : x ae rep y throw: 
oer 3 , RE eee e ~ a = oe Aas Pao PG: > 2 spt | Waste . 
j ie . e % ‘ , anes S: 
Th 
% S 2 od q f ? “ S: 
ai deni a +a i pee a ’ a THT SOR ws f 7 pres 
fs 
a fae J . Fy, hele 
mr - A " PS ze 4 # % 
i an es , ? ce ae 4 2 , hte , ae >. re a 
i 
A « 4 + ~% 
} oy WYSE VOL i? OF 
: a: pe we 14 . 4 % ef a: TT. 
} rf ee oe i : v8 - T; J 4 
, 
cee be Oe EM . " wd sy OY 
; ¥ $ &. p Fi 
= Bene eae EO ae Ye ‘ JS SAR) 62: Bee pee Pero bigs 
‘ 
. 
Mi e af g A 
f Bh nr) a ure, P| i 
1 
t 3 - - f 
y - MN . 
_ j wees oe ie: m4 ® 9 F He 3 k's gro oy - 
| , 
ty i 
‘ 
: r! : t Oc > - 7s TF: 
i xs t - 5 : 5 2 ei Bade ETE FEE F 
Wy rm 
cy 
1 ¥ L ae. * . fer ¢ ™ ‘tae a A 
| i ' : eae ee led ETS: PP | 
i 
; 
an 
Pg, « $ 4 : . > r 
y . ' ” . p “1 oS : = i , iS . > dite. AF Ao: - 
Va" Be as: ie 9 £7, 1 t *S mente . TF ARS haa * 3 
a ee 
} 
say ics i. : 7 wry é f 
os es 7 a ei ced y. » ee A vies : R 
“4 ; 
MY ; 4 . 
- H Ps ty vb Gath tay 4 i a 
is Vo) ars } \ f eee hel thy see Pde RE tle MS oF 
y 
: f , ‘oe, aa - SQery vs mir ‘afteg P 
A . eee A = 5 vf : - 
“ey anaes Or : Fat bi bag : : he wide oie 3 Coe or a Lag im] E\s 
Pil 


“see ottrel, taieheteufay: 


tp Cases Rr SRag P 


- 20802 - Mr. Norman, cr-ex 


As far as the past at least is concermed? 
As far as the past is concerned -- 


We have a complete record of that, haven't we? 


we Gate 


And as far as the future is concerned, those who 
have made studies of the trends and who know the operation 
of the Canadian National have, I think we can agree, 
assessed their value of the future? 

A. They have expressed views in generalities without 
translating them into figures, yes. 

Q. Well, we will let the record speak for itself on 
that, and leave it to the Commission to aporaise that; but 
in sum and substance, Mr. Norman, would: not or couad not 
we agree that possibly you have suggested one method of 
handling the problem, as appears on page 16, and maybe 
Mr. Gordon's proposal and that of the C.N.R. is another 
method of handling the problem? 

Rs That is correct. 

Q. And they might in the final analysis work out 
something that might not be too far apart, probably, after 
you had all the information? 

A. I think that is quite possible. 

Q. The matter, though, as I see it, is that with 
respect to yours,yourmanner of handling it, it involves 
a lot of delay and a lot of study in a detailed and 
specified way that can be disposed of possibly on the 
basis that Mr. Gordon has handled it, at this time, and 
without thatlong, lengthy time of delay? 

A. Yes, but there has been a considerable period 
of time since the first submission was made. A lot of 
this work has been done. 

Q. Tat is true. But some of these things might 


quite well run into a very long time. For instance, you 


say in paragraph No. e: 
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"A sound appraisal of the earning power of the 
'commercial' lines under conditms of stabilized 
costs and stabilized rates, that is to say after 
the imbalance between costs and rates has been 
corrected as nearly as possible." 

Bs That is right. 

Q. When do yousuggestthat correction might take 
place? 

A. Well, under that Iwas considering that you would 
take into consideration the present 20% application, of 
which you have already received 16 ana are now asking for 
the other 4, 

Q. And can't we agree that until the recent post- 
war conditions, when there has been a disturbance in 
rates and operating costs, wages and materials, we have 
the experience of operations for a considerable number of 
years under stabilized conditions? 

A. Well, I would not say they were stabilized con- 
ditions. 

Q. Well, relatively speaking. 

A, During what period of time are you Speaking of? 

Q. We have the railroads operatingsince 1923, 

A. Correct, 

Q. Some portion ¢ those twenty-seven years were 

disturbed; there were the depression years, for 
instance? 

ce Yes, sir. 

Q. And there were the war years? 

A. And there were -- 

Q. The in between years? 

A. The years when, as I understood from one of your 


witnesses, the period of time when you were going through 


rehabilitation. 
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THE CHAIRMAN: Q. Would you please repeat 


A. The period of time during which they were 
going through a period of rehabilitation. 

MR, O'DONNELL: Q. That is right; and at this 
point can we agree that in large measure the system has 
been consolidated and integrated in a fashion that would 
give us «. 

THE CHAIRMAN: Q. Pardon me, This last period 
of time to which you refer is not since the war, is it? 

A. No; this was the period, sir, from 1923, for 
the first period, I think they mentioned either eight 
or ten years, 

MR, O'DONNELL: Q. You, I am sure, have read 
the 21 per cent judgment at some time or other, and you 
remember the comment made therein, that the Canadian 
National Railways at this period is well integrated and has 
a high standard in service and operating efficiency; you 
remember that comment? 

A. 165. 

Q. And the further comment which the Chief 
Commissioner made, which will be found at page 35 of the 
judgment, where he says: 

"The situation in respect to Canadian 

National Railways is quite different today to 

the situation prevailing in 1920 or even in 

1926. The Railways are now fully integrated 

into one great railway transportation system which 

is well and efficiently operated and managed, " 
and so on, Now, in the light of that and other extracts 
which I won't bother reading to you, we can agree -- at 
least, the Board has come to the conclusion that the 


Canadian National is well integrated and properly operated 
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at the present time, and, that being the case, are you 
So definitely of the view that this problem could not be 
handled until these additional studies that you suggest 
could be made? 

A. Tam not saying as to "they cannot be handled." 
I am saying that if the problem were given to me these 


would be the things I would want to know. 


Q. That is the way you would do it? 
re That is my view. 
Q. But you do not say somebody else might not 


do it in another way with equally beneficial results? 

A. That is probably true. 

Q. And there may be a shorter way of doing it 
than the way you Suggest? 

A. There are all kinds of ways of approach to a 
problem of recapitalization, 

Q. That is right. 

Now, my lord, I had other questions, but it 
occurred to me that maybe Mr. Norman has already answered 
Some of them, at least inferentially, In any event, in 
my respectful view, much of the submission is argument, 
and, going on your lordship's suggestion the other day 
that the best way to deal with argument was in argument, 
I shall handle it that way and, save in so far as there 
may be something which I would like to have clarified 
through evidence, I will not ask Mr. Norman any more 
questions, 

I thank you very much, Mr, Norman. 

THE CHAIRMAN: Has anything been said yet, Mr, 
O'Donnell, on what you might call the problem, which is to 
establish and maintain the fixed charges of your company 
on a basis comparable to other major railways in North 


America? I wonder whether Mr. Norman addressed his Study 


ihm 


indid aes one 
un 

Pewhae Bechiues 7“ 
i 


hs I 
2 4 % tA a x si ? J . 
% M Fi : ‘7 Sat ¥veiu q 


“Tatgatarets ede-agiuov 


vt Swe BB suis hated! 
ab adant tai doteseden ue 
bets te > oS absent gns At ad ee 


- 20806 - Mr, Norman, cr-ex 


to that basis, 
Q. Did you, Mr, Norman? 
A. My lord, I addresseg my study, ratherthan to the 
Standards of the whole of North America, to the position 
as between the Canadian Pacific and the Canadian National, 
Q. Yes, I assumea that, And I suppose, then, that 
you were interested in establishing a proceeding which could 
bring about some benefit to the Canadian National and its 
attempted recapitalization without injuring the Canadian 
Pacific Railway? 
A. That is correct, my lord, 
MR, O'DONNELL: That is without fears which you 
think may flow from an adjustment. 
THE WITNESS: Yes. 
MR. O'DONNELLL: Thank you very much, Mr, Norman, 
THE CHAIRMAN: Well, I think that is all, Mr, 
Norman, 
MR. CARSON: I have just one or two questions, my 
lord, 


RE-EXAMINATION BY MR. CARSON: 

Q@. Mr, Norman, at page 20662 Mr. Covert I think was 
asking you some questions about one of the paragraphs on 
page ll of your statement, having to do with future 
development lines and the two categories into which you 
put these projects. One was, those which are fully 
justified from a commercial viewpoint and which may be 
expected to add earning power and therefore represent in 
whole or in part real additions to the Canadian National 
equipment and roadway property; and the second category 
was, those which are not justified from a commercial view- 
point but which are undertaken solely as a matter of 


national policy. Then Mr. Covert wanted to find out who 
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would decide whether it is a commercial proposition and 
whether you thought the Canadian National directors should 
have the decision -- perhaps not a decision, but the right 
to decide whether or not they will operate a line on a 
particular basis, And at the top of page 20663 you 
answered: 

"Well, I would think first of all that 

that would have to be in some degree measured 

by whether or not they got direction from the 

Government in the first place. If they get 

direction from the Government, then I would 

imagine that their statistical section and 

their engineers and other appropriate people 

will figure out whether or no it is of com- 

mercial value or whether it is purely of 

national value, and I think they must be the 

final deciders as to whether it does have 

commercial value or not." 

I was wondering whether you had anyview as to what should 
be done in the event of the Canadian National directors 
and the Government having some difference of opinion on 
that issue, Have you any suggestion to make to the 
Commission as to who might decide it if there was a 
difference of opinion? 

Ble Well, if there would be a difference of opinion 
between the Canadian Government and the Canadian National 
I would think that the appropriate body to make a final 
decision in that matter would be the Board of Transport 
Commissioners, who are fully conversant with all matters 
pertaining to railroad affairs in this country, 

Q. Then on page 20669 -- 

COMMISSIONER INNIS: Q. You are not placing 


the Board of Transport Commissioners above Parliament? 
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A. Oh, no, You see, if there is a difference of 
opinion and if they wish to refer it to another body -- 
after all, Parliament can Say don't or do, but if they 
are willing to agree that there is a possible difference 
of opinion which could be resolved, then I would think 
the appropriate body to resolve that would be the Board of 
Transport Commissioners. 

COMMISSIONER INNIS: Very dangerous to allow 
the Board of Transport Commissioners to encroach on the 
‘*position of Parliament in the matter of budget expendi- 
tures particularly. 

THE CHAIRMAN: Are you classing that as something 
that ought to be -- 

MR. CARSON: Oh, no, my lord; I was just wondering 
if he had any view as to who would make the decision if 
there was a difference of opinion, without any attempt to 
override the supremacy of Parliament. We all recognize 
that they are supreme and can lay down the law, but if 
Parliament said, "Now, we have this view," and the Canadian 
National directors come along and say, "We have quite a 
different view," I was wondering if Mr. Norman had any 
Suggestion as to a tribunal to which Parliament might 
refer that difference of opinion. I am not suggesting 
at all, of course, that Parliament is not * + supreme 
and that the Board of Transport Commissioners would have 
power to override it. It is only if the Board of 
Transport Commissioners were invited by Parliament to 
give them their opinion on whether this particular line 
was one which fell within one category or another. 

MR. O'DONNELL: The short answer at the present 
time is that Parliament would not give the money. That is 
the simple answer to it. Parliament controls that. 


THE CHAIRMAN: Parliament might withhold the money 
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asked for until Somebody, the Board or Somebody else, had 
reported whether or not the line should be considered to 
be necessary. Such a thing, of course, is possible. 

MR. CARSON; Now, at page 20669 a 

THE CHAIRMAN: The * distinction of course is this: 
Parliament is not bound to act on anything of that sort. 

MR. CARSON: Oh, no, my lord, 

Q. At page 20669, at the bottom of that page Mr, 
Covert directed your attention to a passage on page l4 of 
your statement, reading as follows: 

"These points lead one to the conclusion 

that the basis for rate making should be laid 

down by law as a reasonable return on a proper 

determination of property investment used and 

necessary to give the transportation service 
demanded by the public." 
Then he said: 
"Now, I wanted to know first if you are 
Suggesting there that a valuation should be 
made to determine a rate base for both railways? 
Rim rer 
Now, what did you mean as to valuation, Mr, Norman? 

x. I did not intend to convey that in any way I 
was suggesting a physical appraisal of the property, as 
a valuation of the properties so physically appraised. 

So far as the C.P.R. is concerned -- and I imagine the 
Same is the condition with the Canadian National -- those 
accounts are sufficiently indicative of the cost and the 
provision for depreciation of the properties which they 
are presently operating, and I would say that any body 
could be satisfied with an amount taken from those figures 
which would be acceptable to them. 


Q. That is, to go to the books of the company 
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and determine -- 

A. To go to the books of the company to determine it, 
yes. 

COMMISSIONER INNIS; Q. Mr. Norman, how do you 
get over the difficulty which must arise? Costs will 
differ at various periods depending on when the various 
items are being purchased: that is to Say, prices will rise 
and fall. Is there not always the danger in this valuation 
of having the sort of dead hand of past prices hang over 
the rate structure? 

A, Well, sir, on this basis your costs are always 
going to be lower, The cost as carried on the books of 
account of the average railway company, certainly as far 
as these two are concerned, must be lower than the 
present replacement cost, which I never would suggest as 
a basis, and also would be lower than actual factual cost, 
on account of the use of renewal method of accounting during 
certain periodsof their activities. 

Q. Yes, I appreciate that. On the other hand, you 
are using a sort of structure which belongs to the past, in 
which much has occurred and of which much pe~haps is 
irrelevant? 

A. Possibly, sir, one might take this into considera- 
tion, that in arriving at the future one realizes that when 
one comes to replace,the replacement costs are going to 
be very substantially higher, and therefore some provision 
would have to be made for that condition. As to what 
they relatively are, you would have to go clear back to 
1867, which would be almost an impossible approach, 

MR. CARSON: It may well be, sir, and what you 
put to Mr. Norman might have to be taken into account in 
the rate of return that was regarded as fair. 


MR. EVANS: Perhaps I can add this: Dr. Dorau had an 
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exhibit in the 20% case that valued in terms of present-day 
purchasing power oy that was in 1947 -~ each dollar of 
increment of Canadian Pacific capital, and he produced in 
dollars of present-day value what the present historical 
or investment dollar cost would represent; and he got on 
that exhibit, according to my recollection, about $1.8 
billion as the present-day dollar cost of the Canadian 
Pacific investment. He did that as a matter of trying 

to meet that same problem, I think, that you have in mind. 

MR. MacPHERSON: I think, Mr. Chairman, that 
that introduces the question of rate base and the question 
of 49-49 again, and the question of reproduction cost that 
is being suggested by Mr. Carson in his last question to 
the witness, all of which is a new issue in a sense that 
has not been dealt with by the various witnesses -- 

MR. CARSON: I did not intend to suggest, and I 
do not think the Board interpreted me as suggesting, repro- 
duction costs, That is the very thing I was putting to 
Mr. Norman to have cleared up. 

MR. MacPHERSON: I submit my friend did, when 
in referring to Dr. Innis! dussetee/ ats that that was a 
matter that could be taken into consideration by the Board 
in fixing the rate of return, 

MR, CARSON: I shall let the record speak for 
itself. 

Q. Then, Mr. Norman, one last question, in which Mr, 
Frawley got you yesterday to think a little bit about the 
people of Canada. On page 20706 he put this question: 

"The last requirements presented to the 

regulatory body was $52 million, but by applying 

a rate of return to a rate base i.t comes out at 

$66 million, I simply put it to: you as a citizen 
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the trend of public opinion, do you think that 

would be satisfactory to the people of Canada? 

A. No, I do not think it woulda." 

What did you mean by that? 

A. My intention was to convey the fact that I do 
not know of anyone in Canada who is at any time anxious for 
higher prices of any goods, commodity or use of abetted. 
and they naturally are resistant and they are an unpopular 
thing. 

Q. I think we have secn some evidence of that. 

COMMISSIONER INNIS: Q. You mean higher prices 
or higher costs? 

A. Yes. 

Q. I thought everybody wanted higher prices. 

A. Higher prices from the sales angle, but not from 
the consumer's angle. 

MR. CARSON: I think we might close on that note, 
Mr, Norman, 

THE CHAIRMAN: Well, thank you, Mr. Norman. 

MR. CARSON: Mr, Elliott. He is a consulting 
economist and financial adviser practising in the city of 
Toronto, 

THE CHAIRMAN: Of the Canadian Pacific? 


MR. CARSON: Oh, no; he is in private practice. 
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COURTLAND ELLIOTT, called 
VO AND ELLIOTT, called 


EXAMINATION BY MR, CARSON: 
UN 


Q. Now, Mr, Elliott, in your case, as in the case 
of the two witnesses who preceded you, your views and 
your qualifications are set forth in a written statement, 
copies of which were furnished some days ago to counsel 
for the Canadian National, for the Commission and for the 
provinces, and I would ask you just to be good enough to 


read the statement as you have prepared it. 
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ae Mir. Chairman and Commissioners: iy name is 

Courtland Zlliott ana I am now practising as a consulting 
economist and financial adviser in Toronto. I graduated 
in 1919 from sueents University in Kingston, Ontario, 
with a Master of arts degree in political science and 
economics, rom 1919 to 1921 I was a lecturer in 
economics at the University of Saskatchewan. Subsequent- 
ly, I pursued post-;raduate studies at the University of 
Paris, s'rance, and at the Robert brookings Graduate School 
in jashington, D.C. In 1927, I was relieving professor 
of the Department of Hconomics at the University of 
vaskatchewan, I was also a member ot the division of 
ressarch and statistics of the Federal heserve Board, 
aashington, D.C., engaging in Special research projects 
in 1926. I am also the co-author of the {lliott-‘ialker 
report on the social, economic and fiscal position of 
alberta which was published in 1936. In addition, I am 
the author of numerous charters in the economic publica- 
tions of the University of Toronto and the Canadian 
Institute of International affairs. I becane originally 
associated with the investment dealing firm of a.E. Ames 
& Co. Limited in 1923 and continued this association, 
latterly as director and economist, until 1949. I was 
appointed economic adviser and later a member of the 
Board of Referees under the Sxcess Profits Tax act from 
1940 to 1946. I au now engaged in private practice in 
Toronto, Ontario. 

ae L Suppose in the six year period in Ottawa, 
in connection with the Board of heferees, you had oc- 
caSion to sit in judgment upon a great many Chartered 
AcCcOuntants and toweigh the arguuents of members of the 
legal profession. 


a. It can bs so expressed, 
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The Canadian Pacific ~ailway has requested me to 
examine the recapitalization plan advanced by the 
Canadian National Railways and to peruse the evidence given 
before your Commission in connection with that plan. This 
request was made with a view to placing before you what- 
ever coments I might develop, not as an expert in rail- 
way finance or Operations, but rather as an outside 
observer with a detached approach to the subject at hand. 

I have read witi the utmost interest the evidence to 
date. There lave been allusions to sone aspects of the 
proposals that, from my point of view, are of vital and 
practical importance. ‘\ith your permission, therefore, 

I would like to lay before you some consideration of the 
Sequence of principles and policies wuich, in my mind, 
are inescapably involved in the recapitalization pro- 
posals,. 

The first question that occurs to me is as to the 
mental attitude that should be brought to bear in approach- 
ing the problem. Over the past quarter-century, as is 
well known, there has been developing, a sharper division 
in the public attitude towards business operations. The 
differences between the auvocates of public versus private 
Ownership of business enterprises seem to be widening 
just as are those of the collectivists on the one hand and 
the capitalists on the other. I believe that recognition 
of this cleavage is important in approaching the recapital- 
ization proposals because some advocates seem to attribute 
Special virtues to public ownership and the initial con- 
clusion might be lightly reached by the public that the 
proposals would be a boon to the taxpayers of this 
country, and that they should, tuerefore, command uni- 
versal suport. 


I suomit, however, that it is of vital importance to 
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know whether the proposals involve any increases in the 
burden of taxpayers or any shiftin, of the burden from 
the customers of the railways to the taapayers, and of 
course every citizen, whether he realizes it or not, is 
a taxpayer. ‘The customers of the railways and the tax- 
payers are primary parties involved no less than the 
creditors and owners of the railways. It seems to me 
that, over and beyond the accounting and financial in- 
tricacies involved, there should be a clear perception 
of who is now bearing and who is going to bear the costs 
of railway transportation in this country. 

The fact is that the economic costs of providing 
rail transportation are in reality not altered by reason 
of the type of corporate organization that has to sustain 
them. in other words, the physical costs of railway 
Operation are not substantially chan ed whether they are 
met by private enterprise or by public authority. The 
Supply of labour, the provision of iiaterials and other 
constitutents of railway operation are basic necessities 
for transportation requirements. They have to be supplied 
and paid for irrespective of whether the railway is operated 
by a private company or a government agency. In brief, in 
my view, recapitalization does not alter in any way the 
economic costs of railway operation because those costs 
are not a function of the capitalization, 

It is true that the economic costs of railway 
operation may vary, as between two lines, because of 
differences in labour productivity, in accessibility of 
materials, in types of equipment used, in the topography 
of the territory traversed, in the density of traffic and, 
above all, in the skill of management in combining the 
elements of railway operation. hevertheless, since 


certain basic economic costs must be sustained in any 


+ ar tenets ich Aietuad 


os ev tevin bates “et 


* > 
~¥ * J ae 


idGae seal bist ore an ee nabs 
etawit ar Sdd) ¥e Deh aatinseaht ed 
tw “Ck O to ys eVe’ ae a 
“ 


e TOE NGI HF By 


4) ateyad )- 


avaee ok ati ne xd er 


Ve ois 


“20817 Lr. Jlliott 


event, I think it is reasonable to say that they will 
not be substantially changed whether they are met by 
private ownership or by public authority. 

ihen this fundamental economic fact is translated 
into financial terms, however, its meaning frequently 
becomes obscure and confused. It is ometimes expected 
that, by some form o: financial re-arrangement or public 
Ownership, the real economic burden of operutions can be 
reduced. but since the relatively inflexible physical 
costs have to be met in any case I suggest that financial 
re-arrangements may merely nave the effect of shifting 
the residual burden as between the only two sections of 
the community who can currently sustain it. <fhey are 
the customers of the railways on the one hand and the 
general body of taxpayers on the other, 

The financial implications of this concept of 
econowic costs are very real. In ths case of publicly- 
owned railways deficiencies in traffic revenues can be 
quickly corrected only by prompt and adequate rate in- 
creases or, failing that, by recourse to the public 
treasury, the latter, of course, being a shifting of the 
burden to the ¢eneral bouy of taxpayers. If the same 
contingency arises in the case of a private collpuny, and 
is not corrected by prompt and adequate rate increases, 
it ultimately leads to bankruptcy proceedines with 
resultant losses to the saving classes of the comuunity 
and eventually can lead to the Covernment taking over the 
railway and the assumption or new burdens by the taxpayers 
of the country. 

It is important to note, however, that such finan- 
cail re-arrangements do not dissolve the economic bur- 
den of continued operations. They merely shift it from 


custowers to taxpayers where in my opinion, it does not 


ytd Praawonnes Son £ me 


sie gst beh NS ance 


a 
. 


OVEN WEAN o-.E« 
‘ 


AE SS oats Ro 


AY AZT)... 


VES ER He - oth 
ee 


-- weAOL DEE, sa a0 sit or 
, Wy 


- 20818 - Mr. slliott 


belong. 


It is against this backcround, I think, that the 
validity of the recapitalization proposals -f the 
Canadian National ailways should be judged. 

In this connection I think that it is Only natural 
that any business man, whether he is aduinistering a 
public or a private enterprise, should strive for a 
"clean" balance sheet and Self-supporting operations. 

J think 1t is equally true in the case of a public en- 
terprise tuat the business revenues should support their 
total costs and, until this result is achieved, resort 

to recapitalization as a means of not reflecting deficits 
or depriving taxpuyers of a possible return on their in- 
vestnent in a public enterprise should certainly be 
delayed or avoided, 

The criteria for acceptance, modification or rejection 
of the recapitalization plan, it seems to me, fall square- 
ly on three points, viz., (1) whether the case for re- 
capitalization is justified by disproportionately burden- 
Some financial charges that ,ive little promise of being 
lightened by correction of the present imbalance between 
revenues and costs and by the possible growth in traffic 
itself, (z) whether it tends to shift directly or in- 
directly any additional burdens to the taxpayers of 
Canada and (3) whether it retains fair competitive 
standards of operation and finance as between the two 
transcontinental railways. 

On the basis of the information available there is 
@ considerable area of doubt in my s.ind whether the 
Specific difficulties cited by the Vanadian hational 
Railways ave basically due its disproportionate amount of 
funded debt and to a large auount of unremunerative 


investment. This position could take on a different 
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color if there were recognition that after every war the 
imbalance between prices and costs must be corrected and 
also if the possibilities of secular érowth in traffic 
were more firmly emphasized, 

In other words, even if the difficulties of the 
present ere admitted and assuiuing the continuance of good 
Management and correction of the imbalance, it is surely 
not beyond the bounds of possibility in a country such 
as Canada that the Canadian National sailways will be 
able to carry its debt, both through expansion of 
traffic as the country matures and through technological 
econoiies of operation. 

I have raised these doubts that are in my own mind 
first, because the predicament of the Canadian Wational 
ailways may not be so serious or so permanent as is 
contended and, secondly, because it would seem to me that 
any important recapitalization should await the correction 
of the imbalance which, after every war inflation, is 
primarily responsible for inadequate revenues. In my 
view a recapitalization is not prescribed in these cir- 
Cumstances and should not be considered until the im- 
balance is removed, 

If, on the other hand, the Government of Canada 
Should be asked, in effect, to restate its losses and 
advances by the exchange of Canadian National Railways 
oblications for a form of ¢,uity capital, it is only 
fair and just to recognize that more than mere book- 
keeping entries are involved and that the weight of debt 
should not be removed until every effort has been made 
to carry it and support it. 

Loreover, I think that every effort should be made 
to draw a clear distinction between tue position of 


government enterprise with its access to treasury 
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financial support and cuarantees and that of a private 
enterprise which must rely upon much more fickle sources 
of financial savings for its Capital requirements. In 
reachine a decision as to the validity of the recapitali- 
zation plan it is important that the weight of the fixed 
charges of the Canadian National Railways be fairly com- 
pared with, not only the fixed charges of the Canadian 
Pacific Railway, but also with the latter's income tax 
requirements and its preferred and common stock dividend 
requirements which are essential to keep open the channels 
to private investment capital, 

If on these bases and contingent upon the removal of 
the imbalance between rates and costs it can be demon- 
Strated that the Canadian National is unduly burdened with 
unproductive debt and onerous fixed charges, the exchange 


of whatever justifiable part of ;760 ,000 ,000 of governnent- 


held obligations for equity of another form could be con- 


teuplated,. 

fo tollow the argument that, in addition, the 
eystem has a mgative capital of $300,000,000 is to me 
exceedingly difficult. The suggestion is made that the 
Government should, added to the concession of as much as 
760,000,000 mentioned above, acknowledge an indebtedness 
of ‘300,000,000 to bear interest at 3% per annum until 
discharged, thereby in effect still further reducing 
fixed charges by ‘9,000,000 per annum. as I understand 
the proposal, -- possibly I should say now, in view of 
this morning's discussion, as I understood the proposal ---- 
this fund would be beyond the control of Parliament and 
would be drawn upon from time to time to retire publicly- 
owned indebtedness or for cavital additions to the 
property. It is aifficult for me to be impressed by the 


logic or the reason for the suggestion that ‘300,000,000 
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plus interest at 3% be placed at the disposal of the 
Canadian National for these purposes. The contention is 
that the Canadian National has been the involuntary 
victim of unproductive mileage and mistakes in the past 
and it should not only be relieved from the consequences 
by the cancellation of all its fixed Obligations to the 
government, but that in addition, the Government in turn 
Shall obligate itself to the Canadian Wational for a fur- 
ther »300,000,000 to enable the Canadian ijational to in- 
prove still further its position. This is surely on the 
face of it a most unusual proposal which will bear the 
Closest scrutiny, Yew large businesses are in the happy 
position where all their operations are uniformly profit- 
able and certainly such business are obliged to offset 
their losses against profits without any such form of 
financial aid, 

There is only one other observation I would like to 
make, I have taken the position before this hoyal Com- 
mission that if, after correction of the imbalance between 
rates and costs, the Canadian National Railways can 
justify a realistic recapitalization of a portion of 
760,000,000 by reference to commercial standards and 
Without a further shifting of burdens to Canadian tax- 
payers the granting of this concession might then be 
contenplated, To consider it now, is in my opinion, en- 
tirely premature in the light of possible econonic 
developients. 

there is the corollary, however, that the improve- 
ment of the balance sheet on a commercial basis and the 
relief from fixed charges entails a recasting of the 
income account on a Similar basis. It would seem to me 
to be obvious that the Government of Canada, which, in 


effect, means the taxpayers of Canada, should not deprive 
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itself of any possible benefits of its concessions to the 
Canadian National “ailways, 

Oppressed by the burdens of the past and by doubts 
as to the future there Mey be a present temptation to 
minimize the earning potential of the Canadian National 
Railways and to assume that it will never achieve worth- 
while surplus earnings to which the Government of Canada 
should have legitimate access, That, in my opinion, is 
a short-term assumption which is surely refuted by the 
érowth of our population, wealth and income during the 
past half-century. 

the potential earning power of the vast Canadian 
National sailway system allocated accoruing to ordinary 
comercial accounting standards as well as the maintenance 
of the competitive position and financial integrity of 
the Canadian Facific \a_lway call for a far-si;hted and 
just disposition of surplus incone after payment of fixed 
charges, 

Prima facie it seems to me that, in return for re- 
capitalization concessions, the Government of Canada 
would have every right to expect tow types of reimburse- 
ment out of any surplus operating income of the 
Canadian National Sailways that might arise after the 
imbalance between rates and costs is corrected, In the 
first place, in the interest of removing discrimination 
between the public and the private railways, I am of the 
Opinion that the Canadian National iitailways should be 
obliged to pay an annual franchise tax, when earned, com~- 
puted on an income tax basis, Moreover, instead of 
accepting uny portion of ¢%760,000,000 in equity stock the 
Government would seem to be entitled to an equivalent 
amount of income bonds, the interest on which would be 


payable only when earned, Moreover, it should not be 
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overlooked that the Canadian National tailways' balance 
sheet shows that the ‘760,000,000 of indebtedness is not 
the only financial interest of the Government of Canada 

in the railway. In addition the Government already holds 
774,000,000 of equity stock whose claims upon any future 
bountiful earning power of the Canadian National hailways 
as the country grows should not be lightly dismissed. If, 
on these bases, the Canadian National Railways should be- 
come Self-supporting then, as in ordinary commercial 
practice, surplus earnings over and above these require- 
ments would be used at the discretion of the Loard of 
Directors of the Canadian National Railways. Having re- 
gard to the fact that irrespective of whether railways 
are publicly or privately owned, their economic costs must 
be met, my view is that the new financial proposals must 
be carefully scrutinized to make certain that the burden 
is not being shifted to the taxpayer either directly by 
financial re-arrangements or indirectly by measures that 
would ultimately cause the Canadian Pacific ‘tailway to 
become a public charge. 

[he gravest danger is that, after correcting the 
imbalance between rates and costs and after accepting 
losses through present recapitalization proposals, the pro- 
gress of the country could leave the Canadian National 
Railways with such large apparent surplus earnings as to 
impair the competitive position of the Canadian Pacific 
Railway. In any such unequal competition the ultimate 
outcome would be clear. The country would again find it- 
self saddled with another railway enterprise which could 
not carry the economic costs and the financial expenses of 
its operation. For the taxpayers of Canada this possibility 
must now dictate a policy of extreme caution. 
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the recapitalization proposals, first things should come 
first, because what fight seem at first glance to be 

the troubles of the Canadian National Railways may not 
be the real trouble at all. If the financial position 
is to be recast, it should be done after making proper 
allowance for the fact that the position of that rail- 
way can be substuntially improved by the correction of 
the imbalance between rates and costs and by the long- 
term growth of Canada, anything that is to be done 
Should be done with a view to protecting the long-term 


interests of the Canadian taxpayers, 
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- 20825 — Mr, Elliott 
Q. Thank you, Mr, Elliott. 


EXAMINATION BY MR. COVERT: 
ee 


Q. Would you turn to page 4 of your submission, 
Mr, Elliott. I just wanted you to look at the middle 
paragraph; it is the third from the bottom, just about 
exactly in the middle of the page, You use the expression 
"total costs", You say: 

"I think it is equally true in the case 

of a public enterprise that the business revenues 

Should support their total costs and, until this 

result is achieved", 
and so on, I wanted to find out just what you meant there 
by total costs in the case of a public enterprise. 


A. Total costs in the case of a public enterprise, 


I would include the prime operating costs, plus the financial 


expenses for administration and the charges on debt and 
capitalization. That would be the total costs, in my 
view. I draw a distinction in my mind which perhaps 
Should be mentioned now as between the prime operating 
costs, labour and materials, and so forth, on the one hand, 
and financial expenses on the other, 

Q. Do you include in there, in the word "total costs", 
return on equity capital? 

A. Yes, the return on the investment made. 

Q. Regardless of whether it is funded debt or 
equity capital? 

A. In my view there should be a return, if earned, 
on equity capital; that every investment made by the 
government should carry a return a should earn a return BG 
may I express it that way? 

Q. Then on the same page, in the next paragraph, 


I just wanted to find out about the sentence which you 


RND 
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Start with the number 3. You start the paragraph by 
Saying: 

"The criteria for acceptance, modification 
or reduction of the recapitalization plan, it 
Seems to me, fall squarely on three points," 

and the third one you Say is 
"whether it retains fair competitive standards 
of operation and finance as between the two 
transcontinental railways." 

THE CHAIRMAN: What is the meaning of it? 

It reads: 

"The criteria for acceptance, modification 

or reduction of the recapitalization plan, 


it seems to me, fall squarely on three points," 


and then it says: 

"whether it" -- that is the plan, is it? -- 

"retains fair competitive standards of 

operation and finance as between the two 

transcontinental railways." 

MR. COVERT: That is right. 
THE CHAIRMAN: Whether this plan as submitted? 
MR. COVERT: That is right. 

Q. Now, I was going to first suggest to you this: 
ordinarily if the Canadian National were a private enter- 
prise the recapitalization plan I suppose perhaps would 
be none of the business of the Canadian Pacific; is that 
30? 

A. It would be a matter of concern, I would take 
it, for the Canadian Pacific if they are engaged in com- 
petition, and the authority that would determine the 


legitimacy of the recapitalization for a private concern 
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and bankruptcy proceedings or otherwise would presumably 
have the position of the competitor in mind, so that I 
would not like to go so far as to say that it would be 
none of their business, It would be a matter of concern, 
I take it. 

THE CHAIRMAN: It would be a matter of concern 
to the shareholders, of course, and the security holders, 
would it not? 

MR. COVERT: Q. I would have thought that if 
the Canadian National were a privately owned road and they 
had to go through reorganization proceedings because they 
were unable to pay their funded debt, the matter would 
have been -- first, you would have to have meetings of 
bondholders or creditors or whoever they might be, and 
then the scheme would be submitted to the approval of 
Some court to approve the plan on the basis that it was 
fair to all the parties concerned, but that an out side 
company would not be able to come in and protest: would 
not that be the situation? 

R.. I would imagine that that would be the situation, 
that they would have no controlling interest in the disposi- 
tion of the company's difficulties. 

MR. O'DONNELL: They could not even get into 
the meeting of shareholders or bondholders, as far as that 
is concerned, 

THE CHAIRMAN: Supposing that the Canadian Pacific 
Railway were desirous of taking such measures today, then 
we could follow up on that. 

MR, COVERT: That would be my understanding, that 
a competitor in the field would not be able to object to 
the proposal, 

Q. Would not that be so? 


Es Well, I am not a lawyer, but I would take it -- 
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Q. You have been with Ames & Company for a long 
while, and I thought perhaps you -- 

Bs I would Say that they would have no controlling 
position in the disposition of the company's difficulties, 
but it would be a matter of interest to them what the 
final adjudication was. 

Q. Then what I wanted to find out was, what in your 
view -- 

THE CHAIRMAN: Pardon me a moment, perhaps there 
is this: are there any provisions either in the Railway 
Act or in the Companies Act or elsewhere concernirg what 
steps must be taken for the reduction of a railway's 
capital, for instance? 

MR. COVERT; My recollection, sir, is 2, but, 
with the railway counsel here, they can perhaps give you a 
better answer -- that our Railway Act does not contain any 
such provisions, Is that not right, Mr. Friel? 

MR. FRAWLEY: The Companies Creditors Arrangement 
Act, 

MR. COVERT: Oh, yes, Whether or not that applies-= 

THE CHAIRMAN: Is it the Dominion Companies Act, 
or is there not an act by itself which deals with that? 

MR. COVERT; Yes, there are several ways it 
might occur, I think, in Canada. You might have 
bankruptcy proceedings, you might proceed under the 
Companies Creditors Arrangement Act, and then there is a4 
provision under the Dominion Companies Act; but in none of 
those --~ 

THE CHAIRMAN: All these are court proceedings, 

MR, COVERT: Yes. 

THE CHAIRMAN: And the only parties who have 


voice there are those who are interested in the company. 
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MR. CARSON: I have sent out for the Exchequer 
Court Act, because there was some Suggestion by someone 
that there might be something in that Act. Mr, Spence 
draws my attention to the provision of the Domirion Railway 
Act relating to insolvent companies, commencing at Section 
155. It is the Railway Act, Revised Statutes of Canada, 
1927, Chapter 170, and Section 155 is the first section 
of that group of sections, 

THE CHAIRMAN: Insolvent companies? 

MR. CARSON; Insolvent companies. 

THE CHAIRMAN: "Scheme may be filed in 
Exchequer Court, May affect shareholders and 
capital, Declaration to be filed. Affidavits. 
Court may restrain action, Notice of filing." 

Is there any provision in that chapter of the Act for any- 
body else having access to the court than those who are 
directly concerned in the company? 

MR. CARSON: I am just reading it. 

MR. O'DONNELL: Bondholders, debenture holders, 

charge holders, shareholders preference and ordinary. 

THE CHAIRMAN: "No assent required from 
class not interested." 

That means certain shareholders. 
MR, CARSON: Section 156, subsection 2, deals 
with the position of a company that is a lessee of a 


railway. 
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Mr.Elliott, 

THE CHAIRMAN: A matter of the leasing 
eompany. 

MR. CARSON: Yes. 

THE CHAIRMAN: Well, I think we can take it, 
can we not, that the persons interested must have an 
interest -- creditors, or shareholders? 

MR. CARSON: That is the general underlying 
principle of legislation of this kind, I think. 

MR. COVERT: Yes. 

THE CHAIRMAN: Other individuals of other 
companies could not come in on proceedings of that 
sort -- I suppose not. If you find that they can, let 
me know. 

MR. CARSON: If I find they can, we will let 
your lordship know, but I am just looking at it for 
the first time in recent times. 

MR. COVERT; 9. What I wanted to find out, 
Mr. Elliott, from you, is what reasons you advance 
-- perhaps I will put this first: Do you say there 
is a difference when one is a governm-nt road and 
bH6 ip a private enterprise -- a difference in view- 
point or a difference in the approach to that problem? 

A. Do you mean from the standpoint of the C.P.R. 

Q. Is it because the road that is seeking de hae 
reorganized is a government road, tha& that gives the 
other road the right to come in and --- 

A. Well, I would take it that the difference 
fundamentally that is in my mind, M1. Covert, is this, 
that a very large public investment, including tax- 


payers' funds, has been made in th s enterprise known 


as the Canadian National Railways. From the same point 


of my philosophy that investment is justified in earning 


a return, and if a recapitalization is proposed which 
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deprives the taxpayer of access to a just return on 
the investment that has been-made, then it becomes a 
matter of very great moment to the taxpayers of this 
country. That is the generality of what I have in mind. 

Q. Could I pursue it a little further with you this 
way: Supposing that this had been Suggested, that the 
C.N.R. has asked for a recapitalization which amounts 
to approximately a billion dollars; now, they say that 
that will enable them to just break even. It has been 
Suggested that they should have a surplus of about 
$15 million a year, which would mean that they have 
not gone far enough, they should have asked for an 
adjustment of about $1,500,000. Now, if that were the 
case, if they asked for a complete wiping out of the 
funded debt and extra cash besides the $300,000,000, 
does the amount involved give the taxpayer or the 
competitor an additional right to come in, or a stronger 
ground on which to come in, and attack the proposal? 

Is that it? 

A. Well, I am not sure that I understand your qu-s- 
tion entirely. The attitude that I would have would be 
this, that this Commission should endeavour, and pre- 
sumably is endeavouring, to form some estimate of the 
earning power of the Canadian National enterprise in 
the future under varying conditions that can be 
visualized, that will be earned over and above the opera- 
ting charges and will be available for fixed charges. 

If some substantial sum is in sight as a result of 
rising traffic, as a result of rate changes, as a 
result of economies in operation, if there is some 
substential method of raising income in sight available 
for fixed charges, then it would be my view that the 


taxpayer would be taking a very short-sighted view in 
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not resisting a complete recapitalization of the 
indebtedness to the Government Such as is now proposed. 
Do I make myself clear, and am I answering your question 
~- because I.am very anxious to do so. 

Q. I think perhaps you have partially answered it. 
What I really am trying to get down to is this: Do you 
Say that any recapitalization must in the final analysis, 
depend on whether or not the result of it shows or ¥xx 
has some relationship to the true cost of operating the 


road capitalized? 


A. Any Heoupitalivation Should come, in my opinion, 
after there is some indication that this imbalance which 
follows every war has been corrected. Then you will have 
some knowledge of what the net operating income of the 
Canadian National may be. It seems to me premature 
to consider this matter at this moment, and that for 
various reasons, one reason being that the imbalance 
is not yet corrected, that there are rate determinations, 
there are prospective changes in the character and the 
volume of traffic, there are changes in the dieselization 
programme, and other mechanical and automatic contrivances 
that are ‘only now becoming available; that all of 
these should be considered, and that at some point 
of time -- maybe it can be done today, and if now, so much 
the better, but at some point of time we get a knowledge 
of what are the prospective variations from year to year 
in the net operating revenues of the Canadian National 
Railways. If the amount of net operating revenue in 
prospect is very small, presumably some recapitalization 
can be contemplated. If, on the other hand, the prospects 
of net operating revenues are going to be large, then a 
lesser recapitaliz&tion can be contemplated. But I 


do not want twenty or twenty-five years from now my 
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children and my grandchildren saying, we made a bad 
deal back in 1950, we did not take account of the 
changes that have now in historical perspective become 
evident to all of us. 

Q. Then you tie the recapitalization entirely into 
the earning power of the railroad? 

A. That is right. 

Q. And you say that that is the only basis upon which 
a recapitalization should be made 

A. That is the basis that appeals to me. 

9. You see, in Item No. 3 it seems to depend on the 
retention of fair competitive standards of operation and 
finance as between the two systems; perhaps if ju do 
that you may be taking it away from the mere possible 
operating aspects, operating income aspect of the 
CitleR . 

A. No; if the C.N.R. is able to earn and pay a 
return on the taxpayers! investment, I take the position 
that that they have a perfectly justifiable right to 
use any surplus for any “purposes that may be required. 
Nothing would please me more as a citizen of Canada than 
to be able to say we have made a wonderful investment in 
the Canadian National Railways; they have earned the 
charges, and we have a surplus, after meeting the tax- 
payers' requirements, to turn back into the efficient 
operation of the property. Nothing would please me more. 

9. May I put it to you this way, then: On that basis, 
could you say that if the Canadian National Railways' 
capital structure consisted entirely of income bonds -- 
entirely of income bonds -- that would solve the problem, 
from your point of view 

A. The situation there is that the taxpayer is 
making a concession from a fixed, inflexible rate of 


interest into a contingent interest position. 
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MR. CARSON: 9. Do you say fixed and inflexible? 
A. Fixed and inflexible interest as presently con- 
stituted, into a contingent interest position on the in- 
come bonds. Now, if there are good reasons for that, 
as a matter of principle I would not have any particular 
objection; but if in the future the Canadian National can 
earn the fixed interest charges on the investment that 
has been made, I would see no reason to change them into 
income bonds. If they cannot, then I would try to pro- 
tect the taxpayers' interest by making some concessions 
that I think would not be prejudicial to the interests 
of the taxpayers in the sense that when eernings were 
made, the taxpayer would be recouped, and there is 
quite possibly considerable justification from the 
standpoint of the Canadian National Railways,in the 
sense tha. they would have this improvement in the 
morale of their officers and employees. 

MR. COVERT: 9. That seems to be the main reason 

for the asking of the recapitalization, to put them 
in a position that they are not always showing deficits, 
and I was suggesting, if you have income bonds as their 
entire capital, then the Government, or through the 
Government the taxpayer, gets all that is coming to 
him, and at the same time they do not have to show 
deficits. 

A. When it is earned? 

Q. Yes. But you say that there should still be 
this fixed funded debt or the funded debt yielding a 
fixed rate of return until, I think you say, the im- 
balance in rates is corrected? 

A. Yes, but I would not have any inflexible attitude 
in the matter. The only position I am taking is that 


the taxpayer is giving up some rights, when he gives 
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up those claims to a Fixed annual rate of return, and when 
he gives that up he is accepting a contingent return, and 
he does that only for good cause. 

THE CHAIRMAN: He is giving it up to whom? 

MR. COVERT: That is it exactly. He is giving 
it up to the government -- he gives it up to himself, 
perhaps. 

THE WITNESS: Yes. 

MR. COVERT: Then there must be -- 

THE WITNESS: But he has to recoup it out of 
the revenues of the railroad, and those are supported by 
the shippers of the country. 

MR. COVERT: Q. Could you pursue that a little 
further now? For instance, supposing the rates paid by 
the shipper were not affected by the recapitalization, 
then does it have any effect from the point of view that 
you have just discussed? 

A. No; under the traffic conditions that are pre- 
vailing and the rates that are charged, there will either 
be or not be a net operating income. Now, if the recapital- 
ization does not go through there will be a deficit carried 
through on the year's operations. If, on the other hand, 
income bonds are substituted for your fixed interest- 
bearing debt, it will be warels meas interest 
position that the taxpayers will have. They will have 
no claim. 

QO. What I wanted to find Out, Mr. Elliott, was 
whether or not you really did not come back to this posi- 
tion too, that the recapitalization may possibly affect 
the freight rate structure? 

fs In its present form. Los If there is to 
be no fixed interest charge payable to the Government, 


either by way of income bonds or by the present form of 
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indebtedness, then there is a danger that under good 
operating conditions the Canadian National Railways 
would realize such a large surplus as to present a 
possibility of a change in the rate structure. 
Q. Now would you turn to page 5, Mr. Elliott, 
the penultimate paragraph, where you say: 
"If, on the other hand, the Government 
of Canada should be asked,inéffect, to restate 
its losses and advances by the exchange of 
Canadian National Railways obligations for 
a form of equity capital, it is only fair and 
just to recognize that more than mere book- 
keeping entries are involved and that the 
weight of debt should not be removed until 
every effort has been made to carry it and 
support it." 
Now, I wanted you to elaborate on that, first with respect 
to -- 
THE CHAIRMAN: I think we had better take an 


interval now. 


(Recess) 


(Page 20845 follows) 
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MR. CARSON: Your lordship asked me to let 
you know if I found anything in those Sections of the 
Railway Act that permitted other persons to come in 
in such proceedings. 

Your lordship will find a provision in Section 
157, and that Section provides that: 

"If, at any time within three months 

after the filing of the scheme (that is, the 
Sheeme or arrangement or compromise) or within 
Such extended time as the Exchequer Court, 

from time to time thinks fit to allow, the 
Directors of the Company consider the scheme to 
be assented to, as by this Act required (that 
is, after they have held the necessary meetings 
and had the necessary votes and so on) they may 
apply to the Exehequeir Court by petition in 

a Summary way for confirmation of the scheme. 

2. Notice of any such application shall 

be published in the Canada Gazette". 


The purpose of that would be to see that there was notice 


given to everybody in Canada in the official way, and then: 


"3. The Court, after hearing the directors 
and any creditors, shareholders or other persons 
whom it thinks entitled to be heard on the 
application, may confirm the scheme, if 
satisfied that the scheme has been assented to, 
as required by this Act, within three months...." 
and so on. 

Now, of eourse, your lordship will remember 
that in those corporate organizations normally there are 
perhaps four general groups that have to meet and vote 


on the scheme - first, the bond Molders who have the 


preferred position and then the creditors (they have to 


ee e 
if 
ye ; 

eG HU a - > 
at : : 
Fs +7 fe Seine , _ =F Par * nae . F 2“ SS ire 5 

. é _ 4 - P » = -. be ar ae ~~ 4 oo ” -, - ‘ 
ot on bees hires Hash’ seis 4 ee ’ 


Cee ee ee ee ee e 
Gt Bed he Ae ob OF ye Bere eit bate a ae wot “ud ; 
' 7 
ade ‘and ahisy ipsa hey rity (oS oft y aes a 
: i] 
> 


S 


eit frideahiy Holes” af: a 


a. oe 


Wo" 


3 Reales at Beir ote ey. ae . ; — ae J ‘ - - MY 
fo eno lvctticare eletegi6e Sains @ridees 


sek She x tay a ia 3 = 4 : : 
+ avid cette a rhignts er siit = Hot ansim® ag 
7 ay ana 


: ; ue 
Ue See poi ah ‘i ; i es My ; bef Pr rare 

a ort fad’y Gad) game? ~ swsdoe ert ae! 
* wd 7 a — Pe aA 
PARE, Ben Veh. BOOM Pith Aan ’ ie oe Rd Shacn 
rs tn, : See rt a cate he Ay 4 Te . p> Siete . teva 


s 


. 
‘ 
{ 
‘ 


- 20846 - 


have a meeting) and then, the preferred stockholders meet 


and the ordinary stockholders meet as a separate class and 


the scheme has to receive assent from all the holders 
before that comes to Court. But through this course of 
meetings, each of these groups is fighting for what they 
can get and there is no one fights harder than the normal 
Stockholder to see that in the reorganization he gets 
everything he can get, so there is that safeguard where 

a private railway enterprise would be going through a 
reorganization plan and you put the question:- "Would the 
Canadian Pacific be here?" 

Now, it seems to me - this is something that 
perhaps might not happen but it might be in Canada that 
we had another private enterprise of a comparable kind 
to the Canadian Pacific and they were perhaps trying to 
negotiate such a reorganization scheme as this and suppose 
some American group or Russian group or Japanese group 
came in with money and were ready to buy the thing back - 
what might be regarded as a syndicate, it might well be 
that the court would say in circumstances like that: 

‘We want to hear - we think that the person who is entitled 
to be heard here is the other railway company." 

THE CHAIRMAN: You have in mind a foreign 
group prepared to buy? 

MR. CARSON: Yes, coming in. 

THE CHAIRMAN: You think they might be admitted 
then under the designation of "other persons whom it 
thinks entitled to be here"? 

MR. CARSON: Yes, the court would have to 
think; the court would have to decide that in the 


circumstances they were entitled to be here. 
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THE CHAIRMAN: Are you sure they would want 


to be here? 


MR. CARSON: I am not at all sure they would 


want to be here. 


THE CHAIRMAN: It might be the other way 
around. 

MR. CARSON: I do think it is an unlikely 
eventuality because of what happens before you go into 
court, that is, all these different groups in connection 
with the buying group or the buying Syndicotefighting 
for everything they can get. If a scheme is put forward 
by a syndicate or promoters who are going to buy, they 
have four groups to deal with as a general rule and 
it is a fair chance that if you could get the requested 
majority from each of those competing groups, that you 
have got something that is likely to be acceptable. 

All I am trying to do is point to the Section 
in answer to your lordship. I am not trying to say these 
things are likely to happen. 

THE CHAIRMAN: You are trying to exhaust the 
possibilities? 

MR. CARSON: Yes. 

THE CHAIRMAN: But do you, in the long run, 
really think there are other persons who are neither 
Shareholders or creditors who are entitled to have the 
right to come in? 

MR. CARSON: Well, I do not think that that 
Section would be construed -- "entitled to be here" as 
meaning in a legal sense that there is some contract 
which enables them to come in, but they have got some 
interest in the project or the scheme or proposal and 


the court could say: ‘Well now, we think they are 
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entitled to be here," 

THE CHAIRMAN: That is it -- the court must 
saa they have some right there. 

MR. CARSON: Oh yes, the court must say. I 
am not suggesting someone could walk in before his voice 
is heard. 

THE CHAIRMAN: Can you imagine another company 
coming along and saying: "We are entitled because if 
you recognize this organization according to the scheme 
and even though you do satisfy all the creditors and all 
the shareholders, the result would be that you would set 
upa company then that would be able to compete with us 
on an unfair basis 9" 

MR. CARSON: I think that is an unlikely 
eventuality, my lord, because of the situation I pointed 
to because before it ever reaches that stage those who 
are to become the new equity shareholders or the present 
shareholders who will have perhaps a diluted equity wil] 
vote at their meetings. 

THE CHAIRMAN: I am imagine though that if, 
for instance (God forbid) the Canadian Pacific should 
ever be in the position of these kinds of proceedings 
I cannot imagine the court hearing the Canadian National 
coming in and saying: "Don't do this thing; it will 
hurt us too”. 

MR. CARSON: I do not think so. Your lordship 
will appreciate I am only trying to answer your question. 

THE CHAIRMAN: Yes, you have helped me 
considerably. 

MR. COVERT: I think I had just started to ask 
you, Mr. Elliott, about the penultimate paragraph on 


page 5 where you were saying that you recognized that 
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"More than mere bookkeeping entries are involved." Now 
I would like you to consider that apart from the question 
of the $300 million indebtedness. 

THE CHAIRMAN: You are referring to the next 
to the last paragraph? 

MR. COVERT: Yes, Mr. Chairman. Do you say that 
in reality there are more than bookkeeping entries involved 
apart from that item? 

THE WITNESS: Well, there is a change. If the 
present plan were put into effect, there would be no 
change in the total amount of stated capital invested 
by the government. The change would not be in the amount; 
it would be in the change in the form of that capital. 
Instead of being an obligation carrying a fixed annual 
rate of return payable as a legal obligation by the Canadian 
National Railways, it would be represented by a commensurate 
amount of equity capital which I judge would carry no 
such obligation on the part of the Canadian National Railways. 

In that sense, there would be more than a 
bookkeeping entry involved. 

Q. Now, what I wanted to come to is, supposing 
they were income bonds, would not the Government or the 
tax payer be in exactly the same position as he is today 
because if the Canadian National cannot meet the fixed 
charges on the bonds due to the Government, it just does 
not do it anyway? There is not accumulation. Is not 
that correct? 

A. That is correct. The practical difference 
so far as the taxpayer is concerned, I would judge, 
would be negligible, but there would be no recurring 
deficit added to the balance sheet of the 


Canadian National Railway, but in either case the 
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Government of Canada would collect what it could collect 
in view of the net operating income of the Canadian 
National. 

%. Now then, on page 6 in the last paragraph and 
Just about the middle of it, you are referring there to 
the $300 million item. You say:- 

"As I understand the proposal, this fund 

would be beyond the control of Parliament..." 
and so on. Now, I think perhaps that is altered in view 
of what was said this morning? 

A. May I express it this way, that in the Original 
proposal, as I read it, by Mr. Donald Gordon, there was 
a statement to the effect that the © $300 million would 
be set up as a capital fund of the Canadian National 
Railways and there were no allusions to any safeguards 

as to how that might be used. 

Now, this morning my understanding is that Mr. 
O'Donnell has stated it as his opinion that when, as and 
if that agreement is made, to place this $300 million at 
the disposal of the Canadian National Railways, that it 
will be hedged about by the same -- I think he called 
them -- Petters and restrictions as presently existing 
in respect of the application of the Canadian National 
Railway for capital funds. To that extent, my original 
understanding has been modified. 

MR. O'DONNELL: I said that was the law as I 
understood it. 

MR. COVERT: Now then, this may not be a fair 
question, Mr. Elliott, but I just wanted to ask it and 
if you do not feel that you can answer it, all right, but 
on page 7, in the first full paragraph and about the 


fifth line down, there you say:- 
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and so on 


Matt 3 the Canadian Natinnal Railways can 

Justify a realistic recapitalization of a 

portion of $760 million ....”" 
could you suggest what you would regard as a "realistic 
recapitalization?" 

A. A capitalization that can be carried by the 
prospective net operating income of the Canadian National 
Railways over a term of years. 

Q. Then, could I ask you this; do you refer there 
to the type of recapitalization that there would be if 
this company were a private enterprise and they became 
in default on their bond interest and they went through 
the usual procedure and arrived at a recapitalization that 
would, in the final analysis, enable them ta carry on 
without applying for another recapitalization? Is that 
what you mean? 

A. Yes, I think the principle involved would be 
Similar, that in both cases, in both the case of a private 
enterprise and of a public enterprise, an investment has 
been made in assets which may or may not be as productive 
as was expected. The productiveness of the assets will 
be indicated over a period of time by the earning resuts 
achieved and from my standpoint those earnings should 
support by way of return the investment that has been made. 

Now, if, in the case of a private enterprise, 
i there are disappointments and recapitalization is necessary 
then recapitalization takes place. Similarly, if the 
prospect is the same in a public entereieeer ete is ina 
hopeless position, that it will not earn a return on the 


fixed interest-bearing capitalization, then, in my opinion, 
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recapitalization should take place to bring it in line 
with the realistic carning power as appraised. 

Q. And I was golng to ask you, Mr. Elliott, if you 
have a railway which the owner, the Government, is going 
to say to:- "Now, you must take in railways like the 
Temiscouata and the Newfoundland Railway", is there any 
feasible recapitalization, in your Opinion, other than 
income bonds? 

A. Again, as a matter of principle, I would perhaps 
differ somewhat from Mr. Norman. On strict grounds I 


would maintain the position that the revenues of the operation 


Should support all of the operations including the Temiscouata 
and the unremunerative lines. 

Now, that is the principle. If, on the other 
hand, it is found more expedient from the standpoint of 
Government policy that an exception to that principle 
Should be exercised, then those parts of the line are with- 
drawn and their losses Segregated and brought and sustained 
directly by the taxpayer rather than by the shippers, but 
I hold with the view that the customers of an enterprise 
should support it. 

Now, as far as the income bonds are concerned --- 

Q. Before you leave that, when you say "the customers 
Should support it" bearing in mind the position at the 
time the Government took over these bankrupt railroads, 
and bearing in mind that/the time the Government decided, 
rightly or wrongly, that they should be taken over and 
operated by the state -- as I say, bearing those things 
in mind, it is conceivable that perhaps they could never 


be operated at rates that would enable those railways to 


pay charges on the amount invested in the railway? 
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A. Well, I would take it as a matter of fact, 

Mr. Covert, not only in railroads but in many large business 
enterprises that there is no uniformity in the profits 
realized from all types of service or from all the types 

of products that are produced. That is a part of the business 
game. That is a chance that is taken, and I think it would 

be a rarity based on my experience that any large business 
Operates without cither part of that operation and either 
product and either service would be uniformly profitable. 
Similarly, in the case of a railroad operation. 

Presumably, both the Canadian Pacific Railway and the 
Canadian National Railways have lines that are more 
remunerative than other lines and have certain types of 
traffic that are more remunerative than other types of 
traffic and may in fact, both of them presumably, have 
lines and types of traffic that are not pe aee gett oe at 
all. So that, in viewing the enterprise as a whole and 
from a strict standpoint it is my view that the users of 
the enterprise must support its cost including all 
financial expenses. Is that a complete answer to what 
you had in mind? 

Q. Yes, I wanted your views on that and you have 
given them. Now then, on the top of page 8, I think 
the paragraph begins at the bottom of page 7, you say:- 

"The potential earning power of the vast 

Canadian National Railways System cllocated 

according to ordinary commercial standards as 

well as the maintenance of the competitive 

position and financial integrity of the Canadian 

Pacific Railway call for a far-sighted and 


just disposition of surplus income after payment 


of fixed charges." 


> 
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Now, I wonder if you could explain exactly what you have 
in mind there? 

A. Well, assuming that with the growth of the country 
the present fears as to the earning power of the Canadian 
Natinnal Railways are not justified, that as in so many 
other cases where debt has been reduced, the consequence 
is that economic conditions produce a much better earning 
Situation than was originally contemplated. We have 
examples of that in this country where debt of a certain 
character was once regarded as insupportable. But, in 
the light of subsequent economic developments, it becomes 
entirely supportable, and over and above the fixed charges, 
surplus earnings are realized. 

I think the point that I am making here is that 
in contradistinction to the present plan which in fact 
eliminates as an obligation, as an annual obligation, of 
the Canadian National Riilways the payment of any fixed 
interest return, that ordinary accounting standards, 
commercial accounting standards, would require that the 
return on the investment of whatever form of capital it 
is should be made and, after that point and having regard 
to the fact that I have also suggested that taxes be 
paid, that they would be within the disposition of the 
Directors of the Canadian National Railways as to what 
use should be made of any surplus. That is all that I 
had in mind there. 

Q. Now then, at the bottom of that page, there was 
another thing I wanted to find out what you meant by. That 
is about ten lines up from the bottom. You say:- 

"Tf, on these bases, the Canadian National 


Railways should become self-supporting then, as 


sn 
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in ordinary commercial practice, surplus earnings 

Over and above these requirements would be used 

at the discretion of the Board of Directors of 

the Canadian National Railways". 

I think that is what you have just said up above here, and 

I just wanted to know what you meant by the words "these 
requirements" here. Perhaps it is clear. I just wanted 

to find out what you thought the requirements of the Canadian 
National might be. 

A. Well, the requirements on the bases that I have 
suggested would be an annual franchise tax, that there should 
be a return when earned on income bonds. 

Now, at that point (that is quite a step to take) 
I have simply said that over and beyond the requirements 
there is a further investment of $774 million. There has 
been no suggestion, so far as I am aware, from any source 
as to what returns should be paid, if any, on that equity 
stock, and I am not here suggesting a return that might 
be paid on that stock. 

MR. CARSON: You are not suggesting a rate? 

A. No, and the bases then to which I have made a 
specific allusion are the taxes and the return on the income 
bonds but with the warning , thet there is a further 
equity of $774 million whose claim in the event of 
bountiful earning power should not be overlooked. 

MR . COVERT: I wondered if besides an;y of 
those things you had thought of this something to come 
and go on and, if so on what basis.? 

A. Well, I would have an open mind at this stage 
on that subject. I would think that the taxes should 
be paid and the interest on the inecome bonds should be 


paid. At that point, one could lo@k further into the 
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Situation in the light of prospective earnings develop- 
ment. At that point, it may be the part of wisdom to 
ignore the claim of the $774,000,000 in erdes that the 
Canadian National Railways be put in po<session of a 
surplus fund at that point -- pay half of the surplus 
at thattime as a return on the $774,000,000 of equity 
and leave half to the discretion of the Board of Directors 
of the Canadian National Railways. 

I would not like to express any final view on 
that, but some such arrangement would seem to me not to 
be too far from ordinary commercial practice. 

%. Now, there are just two more questions dealing 
with page 9. In the first complete paragraph about 
five lines down, you use the words "large apparent 


"I just wondered if you wanted to ex- 


BUPPLUS sa i 
plain that in any way. You refer to"the gravest 
danger is that, after correcting the imbalance between 
rates and costs and after accepting losses through 
present recapitalization proposals, the progress of 
the country could leave the Canadian National Railways 
with such large apparent surplus earnings as to im- 
pair the competitive position of the Canadian Pacific 
Railway." 

THE CHAIRMAN: Is that on the supposition that 
this. plan is accepted? 

MR. COVERT: Yes, I think that is right, isn't 
1t? 

WITNESS: Yes. 

MR. COVERT: Q. Do you mean that if they did 
have a surplus that it is apparent rather than real 

A. The meaning of the word "apparent" that I 

had in mind when I wrote this, was that it would be 
an apparent surplus arising out of non-payment of 


the fixed interest charges presently chargeable on the 


7 
’ 
[vo 


yy i et 


- . ** eer : s @<« ‘ - _ , ’ ; “s 
Phy SANLMIEN OvlISpraotg. 1s Shek! ott at noMgut ia, 
: a cL aa ’ 7K) -7., i ‘ t ale ti j iy : if = iT3a a 


2 ( “4 


sonnet 


n 1 ~Uaq: 
‘ Lhe y E Be 7 , 
} 
% 
4 . - 
a rs £3 <. ‘d : 


] “ty r 
J +o . . ‘ 
pw 
5 
ne ; ‘ 
¥ “te , : 
Ds F : , 
A 
= . if 
~ 
j wpe . >) no r ° a 
= * 
j 
i aie tye 7” eae se) ai . 
- : “ - 
. id £ 
¥ . 


. i ne 1Galt 3 
"i 
- 
' 
" ‘i 
reese ¢ 
¢ : 2 
; ey 
. + A 
i 
k 1° 
. 
eo : 
# is 
he ‘ : > 
‘ 4 ‘ . 
i ’ hens a ara 
Mee 
Py os fm Lee 4 % 
225 \ 
ts i aha ae 4 
ar ; is] _ 
he ey na i” & See 
, 
a ty pee ‘ o kha 
wwe - 
Fog tA + >i Sid 
¥ 2 ' . as i 


- 20857 - Mr. Elliott cr,ex 


indebtedness held by the Dominion Government. 

%. Then, do you get back to really saying that any 
such surplus is not real because proper costs have not 
been taken into account? 

A. No, that a proper financial charge has not been 
made against the net operating income of the Canadian 
National on the basis of its present capitalization. 
Instead of having zero after payment of the interest on 
the indebtedness held by the Government, if that interest 
charged is eliminated, then the Canadian National Railways 
has an apparent surplus of approximately $21 million 
according to my recollection. It is in that sense that 
I use the term. 

MR. COVERT: That is all I have. 
THE CHAIRMAN: Anybody else? 


in eee 


Q. Mr. Elliott, I notice in two or three or four 
or five places you use the expression "imbalance between 
rates and costs". That is a matter of some concern to 
you. What do you mean exactly by the word "costs" there? 
A. The position I see is this, that the net earning 
power of a railway or, for that purpose, any other 
business enterprise is the physical volume of its 
production, whether it is goods or service, multiplied 
by the price less the costs and expenses and there you have 
this ability to carry the investment that has been made. 
The costs in that sense, the imbalance that I have in mind 
are the primary costs to which I alluded in my replies 


to Mr. Covert, the costs involveci in wages, materials and 
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physical requirements of the railroad. 

Q. The costs that are sometimes referred to as 
the “costs above the line’ -- working expenses? 

A. The working expenses. 

Q. Not the financial requirements? 

A. Not the financial requirements. 

Q. And you speak then of the imbalance between 
rates and costs and you say that that must first take 
place? 

A, In my opinion. 

Q. And another way of putting that is, that the 
freight rates must overcome the costs, the wages and 
material costs? 

A, No, sir, Ihave not aaid that. 

1. Well, when you speak about correcting the imbalance 
then, Mr. Elliott, what do you mean? 

A. To correct the imbalance by reference to the 
factors I meationed, by striving to get as much volume 
as you can as every good business should, then by striving 
to get as good a price on your rates as you can get, 
by striving through mechanization and dicselization and 
all these other things to reduce your costs and the point 
I am making -- the freight rate is only one factor. 

9. Then, to the extent that it is only one, this 
increase in freight rates would be at least one factor 
in the correction of the imbalance? 

A. I assume so. 

9. And if it should be that as a result of the 
wage bill which is presently pending negotiations, a 
further freight rate is required -- say I put it this 
way, that the wage bill of the railways goes up very 


very considerably, do you anticipate in your scheme 
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of things that that must be corrected in part at least 
by a freight rate increase? 

A. JI would take it that a freight rate increase 
with a change in the freight rate structure might be quite 
as justifiable a source of correction of the imbalance 
as these other factors and I say that on the basis of 
the experience of past years that we have all gone through -- 
we have all gone through these periods of periodical 
instability of prices and goods -- none of us like to see 
the increase come along, particularly when these institu- 
tional increases come on top of a rise in the price of 
butter and eggs and a lot of other things. We do not 
like to see those things come along at this particular 
time. Nevertheless, we have found that they are absolutely 
essential. 

Q. What is an institutional rate increase? 

A. An increase in electric power rates and telephone 
rates and railroad rates. 

Q. If the railways of Canada should be presented 
with a $90 million wage bill, an increase of $90 million 
in its wage bill, you would not expect much of that 
to be picked up by dieselization or other economies 
in operation? 

A. I cannot answer that question. 

9. Would you expect a great deal of it to be? 

A. I would expect a part of it. 

.. But where would you expect, if it is to come, 
the most of it would have to come from? 

A. Ido not have a familiarity with the constituents 
of railway operation to answer that question. 

Q. Would not it have to come fr‘om freight rate 


increases, Mr. Elliott, if the wage bi-ll went up $90 million? 
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A. In pert, I would certainly think so. 

Q. Almost wholly? 

A. That I cannot say, 

Q. Now then, Mr, Elliott, es a student of Canedisan 
affairs, would you sdvocate increasing the freicht rates 
in Canede to meke up 3 $90 million wege bill? 

A. Well, I think I have seid that the imbalonce 
has to be corrected in one wey or onother, end if thatis 
part of the corrective process, I am efraid I would hove 
to advocate that as part of the corrective process, but 
I would regard it -- I would regard it as ony business 
man regards the necessity of raising the price of his 
product; thst is not the wey you widen your market. 

Q. And you would ssy thet even though you knew 
end understood thot it would have to go on non-competitive 
Mors. Lda 
A. Well, again I would be out of my ken. 

Q. Well, your camp is out of the - - 

Rus om -- I would be out of my ken. 

Q. Your ken is the investment banking field? 

AY At part... 

Q. And the study of genersl social and economic 
financial conditions? 

A. in. pert, 

Q. You did some of that spriaet west of the Great 
Lakes at one time? 

Rie Yes. 

Q. Now, you sey on page 7 that:- 

"Tt would seem to me to be obvious that 
the Government of Canada, which, in effect, 


meons the taxpeyers of Canade, should not 
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deprive itself of any possible benefits of its 
concessions to the Cenadien National Reilwoys". 
Has your thinking, Mr. Elliott, included the possibility 
that the Government of Cansdea on behalf of the taxpsyers 
of Canede might think thoteone of the possible effects 
of the concessions to the Canedien Nstionel in this 
capitalization scheme might be some smeliorstion of the 


freight rate structure? 


THE CHAIRMAN: Pordon me, would you give me 
thet reference again? 

MR. FRAWLEY: It is on poge 7, sir, in the 
second full paragraph: - 

"It would seem to me to be obvious that 

the Government of Canads, which, in effect, 

meens the taxpayers of Canada, should not 

deprive itself of any possible benefits of its 

concessions to the Cenadisan Netionsl Railways." 
And my question of you was, Mr. Elliott, as you thought 
through this problem whether or not it *% came to your 
mind that the Government of Cansde on behalf of the 
people of Canadas might think that one of the possible 
benefits of the concessions in this scheme might be 
some smeliorsation of the freight rete structure? 

A. That is quite possible that that occurred in 
my thinking. Whether it has occurred to the Government 
of C-nada, I do not know, but it has occurred in my 
thinking. 

Q. You think it might very well occur to the 
Government of Canada? 

A. Conceivebly. I cannot speak of that. 

@. But in the way you have been thinking of this 


mstter it might conceivably be one of the more important 
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things 
/in the mind of the Government of Censda? 


A. I would think the Government of Cenode would be 
thinking of 311 its espects. 

Q. And one wey of improving the freight rate structure 
88 2 quid pro quo would be to ask the Canadian National 
to provide freight rate service st cost without profit to 
its owners, nemely, the people of Ceneda. What do you 
think of that? 

A. Well, if the Canadian Nationel slone were to be 
considered in the matter, and if the Government of Cansda 
wented amelioration for the shippers of this country 
rather than the taxpsyers and only one railwey was involved, 
because they might ask it, I would not think it would be 
a very wise way of handling the situation. 

Q. You think that the wiser way, I think one can 
fairly conclude from your generel study and stetement -- 
that the wiser way would be to keep the private road the 
measure or guide of the freight rate structure? 

A. As s taxpayer, I feel so. 

Q. And then, the question comes down, I suppose, 
Mr. Elliott, well at what cost to the people of Canada 
must the Canadien Pacific be kept the measure or guide? 
Is that a fair question? At what cost to the people of 
Canada must the Canadian Pacific be kept the measure or 
guide? At what cost to the freight shippers in Canada 
must the Cenadisn Pacific be kept the measure or guide? 

A. Well, I would think of it in terms of the 
alternatives, thet if you ere going to force through 
your rote regulation -- if you ere going to force and 
recapitalize -- if you ere going to force the Cenadian 


Pecific Railway to the well and I em going to have to 
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oe 
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support this loss in order to hsve a lower freight rate 


structure, es 3 taxpeyer I am not interested, 


Q. That means then, that to save the Cansdisn Pacific 


and to keep it not only in efficient service but as a 
yerdstick, es 3 measure or guide for the fixing end 
determination of freight retes -- to do thet I ask you 
whether or not some concession to the taxpayers is in 
order in view of the fact that we will reject this 
cepitalization scheme es you in effect propose that it 
should be rejected? 

A. Whet concession could be made to the tsxpeayer? 

Q. I om wondering if you have anything. 

THE CHAIRMAN: Do you mean concessions by the 
Cenadian Pacific? 

MR. FRAWLEY: By the Cansdian Pacific -- yes. 

THE CHAIRMAN: Now, what is the basis of this? 
Is this on the hypothesis that the C nedion Pacific must 
be kept going? 

MR. FRAWLEY: Must be kept the yerdstick for 
the fixing of freight rates. 

THE CHAIRMAN: Before you get to anything else, 
must be kept going? 

MR. FRAWLEY: Oh, yes, obviously must be kept 
from bankruptcy, yes. In the course of my questioning 
of the witness I eam agreeing to that life, so I am asking 
him, my lord. 

THE CHAIRMAN: Then, having regard to that 
position, you wish to know, do you, whet concession the 
roilway is prepered to make to the people? They could 


not make eny concession beyond one which would prevent 


it from living? 
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MR. FRAWLEY: Yes, thet is true, consistent 
with its continuing to live end in return for heaving the 
Canadian National proposel rejected, then what consideration 
is the Canadian Pacific willing to give? Thot is my 
question, 

THE CHAIRMAN: We hed better hear the enswer 


tomorrow morning, 


---At 4:45 p.m. the Commission sdjourned to meet agein 
at 10:30 a.m. on Thursdoy, April 27th, 1950. 
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